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INSTITUTE FOR RESEARCH ON EDUCATIONAL
FINANCE AND GOVERNANCE

The Institute for Research on Educational Finance and Governance is.

_ a Research and Development. Center of the National Institute of Education

+ (NIE) and is authorized and funded under authority of-Section 405 of the
General Educhtion Provisions Act as amended by Section 403 of the Educa-

tion Amendments of 1976 (P.L. 94~482). The Institute is administered
through the School of Education at Stanford University and is located in S

* ‘ the Center for Educational Reséarch at Stanford (CERASXV - L

2

The research activity of the Institute is divided ihto the following  °
program areas: Finance and Economics; Politics; Law; Qrganizations, and .
History. 1In addltion, there are a number of other projects and programs
in the finante and governance area that are “sponsored by private founda- :
tions and government agencies which areé outside of the special R&D Center ..
relationship with NIE. :
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This report addresses issues of federalism and distributlongl equity
raised by the fund distributfon mechanismg ef federal grant programs in
elementary and secondary educatfon, The present Intergovermmental arrange- <
ments for distributing federal grants are criticized on multiple grounds and .
two reform strategies are suggested: 1) coordinating the distribution of
federal and non-federal funds aimed at particular edutgtional problems, and-

2). delegating allocative authority to states in ways that do not sacrifice .
federal ifhterest. The present aid allocation formulas are deemed not so

much inequitable as insensitive. Suggested improvements include substitution
of more precise and detailed need ‘indicators into the formulas ‘and incorporar-
tion of interstate and Imtrastate equalization provisions. The report's:
specific recommendations apply to major‘categoricaf grant programs, the new
education block grants, and possible general aid programs of the future.
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I. BACKGROUND AND ISSUES . ' .

.

Federal ‘policy in elementary and secondary education is carried
out primarily by means of intergovernmental grants. Before passage
of ‘the Educational. Consolidation-and: Improvement Act "of 1981 (ECIAT,
there were, by one count,/nearly 100 elementary-secondary grant

programs.l The major programs underwrote serﬁices for children

" with special educational problems, including the disadvantaged

the handicappe&, and .the. limitedrEnglish-proficienta;- he;lped oo

- finance vocational education; supported attempts at’ educationa»l inno-

vatiouciassisted desegregating school districts; aud ptovided general
financial assistance ("impact aid") to districts allegedly iffected

. by .the .presence of federal activities. The ECIA consolidated 30 to 40

programs (depending on how onevcountsigtnto a single block grant,
but the remainder, incloiding most/of el

separate 1dentities.2 Expendit es for the elementary—secondary grant

_programs have been cut sharply during the last two years but still will

total approximately $6 billion for FY 1982,

[

FUND DISTRIBUTION MECHANISMS

An essential element of each féderal educatiom grant program is a

»

fund distribution mechanism-—a system consisting of one or more fund .
allocation Fofvr}ulas and /or one or more discretiondry allocation pro=

cesses whereby the fundéﬁ&ppropriated for the program are distributed

:among states, school districts, and sometimes other public or private

"agencies.  Each funding mechanism has an intergovermmental strwture--—

a definite set of roles for each participating level of government and
a pattern of intergovernmental transactions. Sometimes these struc- )
td;es are Very simple, involving only a single procedure for dis-
tributing federal aid to the ultimate recipient. For example, Impact
Aid funds are distributed directly to LEAs agcording to a formula pre-=
scribed by Congress, and Bilingual Education grants are made to LEAs
through_a federally operated discretionary process., More typically,

however, one method is used to distribute funds among the states

(usually a formula), and ja second method (either another formula or a

P
r . /, o

arger’ programs, retain their
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. . state-controlled discretionary process) is used to distribute funds to
" local districts within each state. For example vocational education .

funds are distributed among states according to a statutory formula,
and then among distrfcts according to state-developed formulas of a
oot » federally prescribed type. Moreover, some/programs use different .
& methods to distribute different portions of - 'their funds. Three-"
fourt s of federal grant funds for the handicapped under P.L. 94-142, o
¥ for example, are distributed, within states according to a federal
statutory formula, while the remaining one-fourth is distributed at
state diseretion. As the foregoing examples suggest, there is con-
siderable diversity among the intergovernmeptal structures establishFd
-by Congress for different -education grant programs.,, ' _ f
The individual components of fund distribution mechanisms--the
. formulas and discretionary processes--also vary among programs. Fund
“allocation formulas can be characterized by the variables, or allo~ .
cation factors, that they contain, their mathematical forms, and the
constraints, ifhany, imposed on aid entitlements. ' As will be seen,
many recent and current formulas conform to a singlq, simple model:
allocation of aid in proportion to the number of persons in. some
. specified category (e.g., the number of school—age children) in{each
state or local district; The discretionary allocation processeican
be characteriied by their selection criteria, selection methods, and
procedures for determining grant amounts. .Unfortunately, only limited
information is available on how these processes work’in practice.
Taken as a whole, each fund distribution mechanism {(i.e., the combina-
tion of a particular intergovermmental structure and a particular set
-of components):plays a major role in determining how the educational
and fiscal Benefits of the program will accrue to the children and

~

taxpayers of different jurisdictions.3

POLICY ISSUES . o AN
Fund distribution issues are among the most sensitive issues of %&

federal education pollcy, as is demonstrated by the "formula fights" '

: that erupt perlodically in Congress when new programs are born or old
ones reauthorized. The stakes in these debates are often high. The
w4

choice of a distribution mechanism deterpines not only ' who gets how
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much'"--the most fundamental question of practical politics—-but also
how the power to allocate money is divided between the federal and
state levels of government. Thus, issues of federalism as well as
issues of distributiornal equity are involved. ' ot

’ a

Fe;gralism Issues

L

The federalism issues concern the roles of federal and state govern—

ments in distributing federal aid " They include'the ‘question Qf how
authority should be divided between the two levels (spgcifically with

. respect to the allocation of federal aid within states), whether and how dis- |
tributigns of federal aid and. state aid for related purposes shauld be
coordinated, and how, and to what extent, control over the dié‘ribution
of federal money can be delegated to the states.s At the concrete
level of program design, federalism issues translate into concerns
about the appropriate dntergovernmental structure for.particular pro-
gPams: Should federal aid flow directly to djstricts or be channeled
through the statgs? Should federal or state authorities prescribe the
1ntrastate distribution of funds, or should that responsibllity be
shared, and if so, how? Should-formulas or.discretionary processes be

used at each stage of the allocation process7 These questions are

PR

taken up in Chapter III. ®
, : - . N ALY
EQuity Issues o ) ¥ T " _
Questions of equity in the distribution of federal education aid e

are similar-to questions of equity in school finance generally. The
overriding issues are whether the present fund distribution mechanisms
are designed to allocate funds equitably”among states and LEAs or, if
not, yhether they can.be reformed to do so. “Following convention, one
may distinguish between horizontal and vertical equity;.that is, do the
present allocation methods ensure equal treatment of equally s1tuated ‘
"states and LEAs and appropriately unequal treatment of states and LEAs
facing- different educational and fiscal problems? For the present

analysis, however, it has proven more productive to focus on,certain'

. concrete, equity-related issues of program design:

O




[z

. implications regarding the new block grant program--both because it’ is

-Do the fund distribution mechanism$ establish an appro-

priate relaﬁionship-between funding and educational
needs? : .

' o Do they~(or should they) promote fiscal equalizatiomn
among states and ambng the districts ﬁithin each state?

o Do they take into acgount, where and as appropriate, -'

variations in state and local. conditions7

. 0 Are discretionary processes, where used, fairly'designed
and conducted? - ’ |

~ .

Answers"to these questiéns cannot be wnolly objective; they'necessarily
depend on the eouity concepts and critaria’that one. brings to tne p}oblem.'
Fortunately, two circumstances mitigate this problem: first,‘that there
is a substantial core of .agreement concerning some aspects of equity
(e.g., that allocations should reflect educational needs), and second,
that it is reasopably easy to trace the implications of alternative
values (e.g., regarding the desiranility of;fiscal equalization). The.
latter‘task is an intégrgl part of the equity analysis in Chapter V.~

[

PURPOSE AND SCOPE

The purposes of this report are to address the issues of federaIisn

and distributional equity raised by the fund.distribution mechanisms of
federal elementary-secondary grant programs and to identify and assess
possible reforms and alternative approaches.

The analysis covers the major current g}gnt programs, selected

e SRR AR e NS T
it éﬁaﬁiexis II6

The greatest emphas1s is placed on these maJor ‘grant programs; ~Add for
Education.of the Disadvantaged (ECIA Chapter 1, formerly ESEAﬁ?itle I),

-aid for Education of the’ Handicapped (P.L. 94-142), Vocational Educatior,
and Bilingual Education;‘ In addition, a special effprt is made to draw ]

new and because of its relevance to proposals for largeryscale consoli-

4

dation of education grants.
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This report examines. the fund distribution mechanisms themselves : .

rather than the outcomes (i.e., the actual grant amounts) of the distri— ]
|
Consequently, the analysis is primarily conceptual ¥ /

butional process.
in this respect, ‘the present -
[

and theoretical rather than empirical.

Effort complements earlier empirical studies of j?tual fund distri- o

bution patterns under particular grant programs. o
/

The remainder of the report consists of four chapters. . Chapter II /
{

- presents descriptive information on current and regent fund diz;ribu- jre
tion mechanisms, Chapter III deals with the issues of federali r ) / -
intergovernmental relations, in Fund digtribution, Chapter v assesses ' V

. . ‘ et n

the equity of existing and alternative distribution methods; and

® /

&Y . L
. o | . s
- -
/ .

Chapter V offers a concluding”discussionyéf policy implications. -
. . {
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I1, CURRENT AND RECENT GRANT DISTRIBUTION MECHANISMS

. . _ . © e
v . '

To provide backgroundpfor the discussion of issues, this chapter
presents descriptions o% the distribution mechanisms of selected .
elementary-secondary grant programs. . These descriptions cover pro-
grams in operaticn today plus certain prograﬁs that existed prior
to the ECIA but that now have been subsumed under the new education
block grant. Ondy the’larger elementary and secondary grant pro-‘
grams are examined, and coverage is restricted mainly to programs
that support educational services for children, as opposed to programs
.that support research, staff training, or management functions. A few
exceptions have Heen made to’ ensure that all major types of fund dis-

tribution mechanisms are represented The ew block grant is among the

programs considered, but the description of Yts funding mechanism.should

be considered provisional, since it is not yet clear how certain |

features will be implemented,.6 . | |

The information presented here is derfived from statutes and program,

regulations.7 It was not possible, with the scope of this inquiry, to

. go beyond the regulations to determine how thé’Department of Education
carries out certain allocative processes in practice. This means, in
particular, that certain discretionary allocation processes gre not
completely described It was also not possible to conduct original
research on how states exercise the disgretion afforded them under
‘federal programs, as in establishing intgyastate allocatipn formulas'or
making discretionary grants to local agencies; however, existing research
on this question has been taken into account. Determining how states
exerise their powers to distribute federal funds" would be a valuable
activ1ty, but earlier studies have shown that it requires considerable
effort to investigate that subJect for even a single program.a :

$

. BASIC CHARACTERISTICS OF GRANT PROGRAMS

Table 1 summarizes certain characteristics of the grant programs

that are germane in assessing the fund distribution mechanisms, It

“.

includes the following items:




. frogram identification, A

2. The current status of the program (i.e.;‘following

‘ enactment of the Education Consolidation and improve—
: - ment Act of ‘1981), . \

3. The level of funding of the program (in most cases, -

- prior to the 1981 ECIA legislation and budébt

. " . o, A

4., The nominal duration of support\for each grantee,

reductions),

5. The agencies eligible ‘to receive,

6. The nominal purposes for which gra t funds are to

~ "~ be used by the recipients.
M : : ~. .

5, several distinctions

e fund distribution

o Anticipating the discussion in later chapt
brought out by Table 1 are relevant in

ssessing

-

mechanisms. ) .
’ First, there is the distinction etween programs that are nearly o o
e alliLEAs within broad strata-- ‘
EAs. ECIA Chapter 1, ESEA

tiona Education~fall‘into—the

universal in covgrage--i.e., that se;;
and programs that serve only‘selected
Titie I, Aid for the Handicapped, and Vo
- . former category, while Bilingual Education, Emergency Schooi;Aid,fand
ESEA Titles IT and IVC are in the latter‘group. Different fund alloca— .
tion methods are obviously required when all members of a clags of v
eligible recipients are to receive funds and when selection‘of_a'limited
number of recipfents from a larger class of eligiblesbis part of the
distribution process. ' ) .
A second releuanC’distinction is between programs intended to pro-

) " vide continuing support for a given service or class of pupils (ECIA '
Chapter l ESEA Title I, Handicapped, Vocational Education) and programs
intended, to support special projects of limited duration (Emergency |
School Aid and ESEA Titles II and IVC) Criteria for determining

"needs" for assistance and appropriate funding levels are different
in the two cases. o : ‘ v
Third, there is an important distinction between programs that'
support specific, identifiable services or serviees for particular .
‘target groups (ECIA Chapter 1, ESEA Title I, Handicapped Bilingual - o

Education, Headstart) and those that underwrite serV1ces in general or

l.j ‘ ' . f.' ; ;
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p , . . ‘ . . Table 1 .
GRANT PRULG RAM GHARACTERISTLICS: STATUS, MAGNLTUDE, DURATION, ELIGIBL). I'I'Y' AND IN'I'I"NIN"D.USES OF FUNDS,
SELECTED I-FI)I’I(AL ('l(ANl' PROGRAMS 1IN ELEMENTARY AND SECONDARY EDUCATION . .
Current lLevel of Funding Duration of % Eligible ' Nomina'l Uses and Targeting L
l'rn;,r.uu . Status ($millions) 8 Funding b Recipients € * - of Punds
- e i S v 7 T R o
|:~.IA Fivle 1, p;l\rl A, LEA=operated Superseded 3830 (incl. Continuing All LEAs (M) Supplementary services for educationally de-
v programs, lf.mla: graugs by ECIA part B, ' prived children in schools with high concen-
) " Chapter 1 below) . ~ tratious of low-income childten
KSEA Title 1, part A, LEA-operatud ' 0 . Cohtinuin_gd ALl LEAs (M) in Same as above v . ,
programs, Incentlve grants - + states with programs . : : '
- . Coe i : similar to Title I ‘ .
. N . ] .
ESEA Title 1, part A, LEA-operated ", . 200 Continuing All' LEAs (M) in Same as above * :
programs, concen(rat lon grants i ) counties with high ) ] .
! “ * ’ concentrations of - I . . .
o ’ ) Jow-income children . )
ESEA Title I, part_B, state- v (incl. with * Continuing All states ’ .Supplementar& services for handicapped children )
upcented programs part A, . . ’'in state schools, neglected or dglinquent
above) . . children in state institutions, and wigrant
. : children . ’
ESEA Ttie 11, basle skills fmo- Subsumed * 15 Project Selected LEAs . Speclal projectp to 1mprove basic sktlls 1n— :
provement, part B9 state programs undes block . (awardees selected struction _ _
grant, ECIA L competitively in . : . i . 00
Chapter 2 ’ each state) . : ’ :
) .- .
ESEA Title IV, part B, luscrue- "o 172 _Continuing All LEAs ' Purchases of instructional materials and school’ .-
Llonal waterlals and schoul i ' . ’ . : : library resources, as defintd in the regulatipns
Ilbriary resources . ] ' . , ) '
ESKA Tltle 1V, pare €, im- " 91 Project Selected LEAs * gpecial projects to improve educatienal practice
provement in Jocal educational ; (awardees selected . . ) .
‘practlce ) ’ competitively in : . (
' each state)
CESEA Tiule VI, -,trmu.llwnlng " 51 Continuing ' All states . Activities to "atrengthen educational lendership
SEA atnagement . ’ resources of SEAs" . .
AN : .
. ESEA Tithe VI, Emerpency } " 236 Projects up to Selected LEAs Activities to facilitate accompliahment of de-
Schoonl Ald Cos "5 ypars, but . carrying out re- segregation plans .
' extendable quired or voluntary .
desegregation ' ° < .
ESEA Title VIE, part A, I;I— Remading a 175 Projects up to. Selected LEAs . Special projects to establish and operate bi-
Llngual cducit Ton programs ) ~ separate 5 years, but . lingual programs for limited- Engllsh—prof{clent
' program extendable : . pupils ] i
tmpact Aid (P.L. 87‘4) : L 790 - - Continuing LEAs with certain General aid no restrictions' . ’ . 3.
minimum nuobers or , :
. . . K percentages?of * )
' » children whose ) [
. . parents live and/or
work on federal o N
property - .

we T

JAFunText provided by enic . , '
. .
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'Full Text by | -

Table | tn-‘nnl Litieeed)

o - ! . ¢ . -
1 Current Level of Funding *Duration of Eligible . Nominal Uses and Targeting
Propram Status (Smillions)? Fundin?D Recipientd . of Funds
oo . 8 . )
satfonal Edacat lon Remadns a - Continuing « All LEAs - Support of vocational education programs .
,:l»::'rll I\‘,me:l:\l:xutll:t‘zl‘liul:)ll:ll s:e:)lz::n:e .8-34- . (portions set aside for particular target , *
adacat lon programs program _ . - groups) . i
Handleapped, part B, Coom 1498 Cont inuihg All states and Pay excess costs of special education for hnndi-.
assistance for education of all | s .LEAs () ~capped pupils i i
handlcapped chtldren (P, 94-142) ) . - X : _
Adualt Hduvutlun. state~ - ' " 120 Continuing All states; all Support adult education services-
admlnistered programs o R : . LEAa and other -
agencles v R
~ . i o .
Hicadstart " . 778 Continuing Designated public. Support pre-school programs fur low-income o
" . - or private local children « °~ ¥ . . - C T
R v ) lleadstart agencies & . . ~ 7 Ce
Eduecat lonat Consol ldatloa New (re- 3480 ‘Continuing Ali‘etates and Same as ESEA Title T o oo
ad Jmprovement Act of 1981, pla_ces _LEAB 1) . . o
Chapter 1, aid for the dls-~ ESEA . . - .
" advantaged ) * Title 1) e - . ) . . :
Bducat fonal Cnnnulidntiun New block ° 589 "Left to gtadte All statep and - . Any or all-purposes of preoecessor prugrame : [>.~
and tmprovement Act of 1981, grant ’ LEAs ¢4 -

Coerlatbaem

Chapter 1L, block graut to

Mevels ul Lading are the amounts appropriated by Congréss for ejpenditure in FY1981 prior to ‘the Reagan Administration's budget recissions, except

diecretion

that the amounts shown for ECIA Chapters 1 and 2 are the amounts autflorized in the Omnibus Education Beconciliation Act of 1981, as reported in the

Congress lull.ll Record,

Ihu term v

dautomat fe

July 29,

1981.

or vian be taken for granted.

.-

cout inulng" Indlcates that continuing support is envisioned for as long as the grant program is authorized, and-that there is nothing
In the legislarlon to Indicate an fatention to terminnte support at any point; it does not signify, of course, that reauthorization of the program 1is
The term "project" fndicates that the legislation provides explicitly for projects of limited duration’,

“he gymbol "(M)" Indlcates that there is a "de minimus provision in the.legislation, limiting eligibility to LEAs that qualify for at least a
in some instances, LEA8s are permltted to form consortia to satisfy this minimmun scnle requirement.

certaln threshold Llevel of fundlag.

‘Ll‘hv

as fs explafoed on p, 17,

.t

Incent fve-grant portion of Title I has not been funded.

LI

It has been included in the table to illustrate a particular funding mechanism,

1 1ag 0 R
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services for the whole.student population (Impact Aid,béSEA Title IVB; .
. ECIA Chapter 2). Different methods of quantifying "needs"‘for assista;ce
- ”\ apply to the two categories. . . oo \
‘ ‘ Fourth and finally, a distinction not brought out explicitly in the

. . table is between fedéral programs that provide large or dominant shares
of funding for the activities they support and brograms'that provide
relatively small add-ons . to‘the state and local funds available for the
designated purposes. Only ECIA Chapter 1, ESEA Title I, and Headstart
fall unambiguously under the former heading, while such major programs -
as Handiéapped and Vocational Education and, by definition, such general-
purpose programs as Impact Aid and ECIA Chapte¥ 2, fall into the latter
category. As will be shown in the next Ghapter, the ratio of federal to I
total support for an activity largely determines whether it {g téchnically

feasik ' : '
- easible for the fedeéral government to retain control over the distribution X
of its own funds. ‘ ' | e

- R ‘: B

INTERGOVERNMENTAL STRUCTURES

-

. R s explained earlier, the term "intergovernmental structure is
T used here to characterize the roles of federal state, and local govern-
ments and the nature of transactions among the three levels under each.
elementary-secondarf}grant‘program.i The ‘two aspects of intergovernmental
structure that are most important in assessing fund distribution. mechan-
isms are (1) "the intergovernmental flow of funds--i.e., whether federal
funds go directly to LEAs, directly to states for their own use, or to
states for pass-throug " or redistribution to LEAs; and (2) the
¢ authority or dzscretaon vested in each level oy government to determine
the distribution of funds--i.e., whether funds are allocated by formula
or discretionary process at each level and whether the formulas or
processes are determined by the Congress, the federal agency, or the

A -

states.10
Table 2 characterizes the intergovernmental’ structure of each grant

pyogram by identifying t federal and state roles. in fund distribution. \ .

The entry under ffederalézolef indicates“ﬁﬁether the flow of funds is to .

LEAs or to or through states and whether that flow is controlled'bf a

statutory formula or subject to agency discretion. The,entry under -

."state role" indicates whether the subsequent. distribution of funds

‘ within states (if any) is by formula or at state discretion and, if by -
» A N ) R ) ] - . ‘\ - .

1o
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. Table 2
. IHTERGOVERNIENTAL, STRITURE:  FENERAL AND STATE ROLES I8 DISTRIBITING FUNDS, SELECTED
‘ FEDBERAL GRANT PHIHKRMIS IN ELEMENTARY AND SECORDARY EDUCATION . ) N ©

I'rogram

>

" Pederal -Role In
-Fund Diatributinn

State Role In
Fund Diseributian ) .

ESEA Tlile 1, part A, VRA-operated
propgams  (compensatory educat Ton
far the disadvantaged)

ESFA Titie }, part B, state-operated
programs (howdleapped tn state
fust-biat Lonn, neglocted and del Inquent,

?nlr,r:ml H) -

ESEA Thrle 11, bante skidis loprove-
went, part #, state propgrams

ESEA Tlile 1V, part B, fnstructlional

materlals and aclinod Vibrary reaources
’ 4

ESEA Tiele IV, part U, lmprovement (n

local educatfonal practice

ESEA Title VB, sirengthening SEA
manageancnt

ESFA Tlile VI, Emergency School Ald

ESEA TI{le VIT, part ‘A, bilingual
cducat lon proprams

hapinet Ald (P.1. 874)

| Vocag lonal Education, part A, state
vacil lonal educat fon pragrams .

Naudleapped, part B, assistance for
educiat lon of alt luadicapped children

At Bdoeat loa, state-administered o,
L programs

Headatart

L Fdueat ton Consnl ldatlon and Taprove-
St Act of V981, Chapter 1, ald for
the dinadvant aged ’

Educatlon Consol kiatlon and lmprave-
ment Act of 181, Chapter 2, block .

ED® allncaten fuands by Btatutory farmula--to
ILEAs tf data are avallable, otherwlse to
countien; pays fuads to states for pass-
through .to LEAs

Eh nlincstes funds to otates by

statutory
faraula . .

ED allocates funds otates by Btntu:bory

fnranla .

o

ED altocates fundo states statutnry

formula

by

Eh allocates funds to states by statutory

[fnrmula

ED alloentes funds to states statutory -~

by
formula ’

ED makes Ulscretionary grants mainly to LEAs, -
also to states and other agencies . ‘

P

ED makes t!lncretlomry granta to LEAs

* AY .
ED allucates funds to LEAs
faranla ‘

ED sllocates funda to sotates. by statutory | P
foraula . !

by statutory

ED allocates funds Eo otateo by statutory’
formuta N . S

ED aljocates funda to states by statutory ’
fnrmuia - : .

Illlsb makes discretionsry Rrants tn designsted .
Incal Headstart ngencles, public nr private LR

(Same as ESEA Title )

ED allocates funds to states by statutory
fnroala

z .

State alincates fundo to LEAs within cmuntles, but -
atate cretion is limited to selecting the poverty
mensure ‘to use in a federally specified farmulag
state alao nlincates funds between LEAs that serve
the some territory, and among LEAg in cases where
ma0y LEAs overlap cnunty lines

States use funds directly or make discretinnary aith=

grants tn LEAs .or other agencies

States mike discretionary subgrauts to competlog .,
1.EAs and other ageuciea .

States nllucate Funds tn LEAs according to state-
designed formulas of federally specified type, re-
flecting federally specified allocation factors
States mike discretionary subgrants tn ‘compet Iug
LRAs - ‘- ' *

. NHone--states are the final reciplents.

No state rnld in distribution to 1.EAs, except right
tn comaent -

Nn state role in distributlon to LEAs, except Tight
to cnmment * ’ . .

- None .

o
Stateas allocate funds to LEAs according tu state-

# destgned Tormulns that reflect foderally specifled
brlorltle&;d allocatlon factors N W

- State distributea 75 percent of funds tn LEAs by'

federal statutory fnrmula; uses the remalning’
25 percent of funds directly or.digtributes thiém

ao discretinnary pranta to LEAs

N

State makes dlscretionary grants to, LEAs and other ~
agencies . < . .

! .
State,may disapprave applicatlions of local agencles
. [

(Snme as ESEA Title 1). ' ..

State distribates at least B0 percent of fondg ta
LEAs according to state-designed fnranlas of fed-
eratty specified type, reflecting federally - speci-
fied allncatlon factors; remalnder far use of .
state or distviputlon at state discretinn®

’ W

proat o staloes R e
T pepartment of Educat bon, . Py 1 .
] l"L‘};' .S, Department of Healch and luoan Serviges. A L,
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.formula, whetherthe formula isffederally prescribed or state-designed.
The table shows that six different intergovernmental,structures have
been established'to distribute elementary-secondAry grant funds:
1. Distribution to states and p;ss;through to LEAs'
according to federal statutory formula: ESEA .
Title I,'%part A, Handicapped (in part), ECIA - .
Chapter 1. - | ,
2. Distribution directly to LEAs according to federal
statutory formula: Impact Aid V
3. Distribution to states according Eg federal statutory
formula; no subsequent distribution to LEAs ESEA )
. Title I, part B (in part), ESEA Title VB.
4. -Distribution to states according to federal statutory
 formula and subsequent distribution to LEAs accord- ° )
ing to state-designed formulas: ESEA Title IVE, |
- Vocational Education, ECIA Chapter 2. :
5.;'Distribution to.states according to federal statutory ~—
formula and subsequent distribution to LEAs at state
discretion: ESEA Title I, part B (in part), ESEA
Title II, ‘part B, ESEA Title IV, part C, Handicapped
(in part), Adult Education.»
.6, Distribution of federal discretionary grants directly
to LEAs: ESEA Title VI, Bilingual Education,

Headstart.ll

/

-

" When the intergovernmental structures (Table 2) are compared with -
background characteristics of the programs (Table 1), several interesting
relationships emerge. Federal control over ‘the distribution of fnnds

has been asserted strongly in all grant programs aimed at federal'f.pro-

| tected target groups--ESEA Title I and its successor ECIA Chapter.l, b R 'ﬁp

y}A1d for the Handicapped Bilingual Education, and Emergency School Aid
(ESEA Title VI). .Under the first two of these programs, which serve the
universe of LEAs, federal formulas govetrn the distributions of funds both P

among and within states.12 Under the latter two, which serve only

‘e
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\" ‘ '13‘ 1
selected districts, federal discretionary grants are made directly to
the LEAs, with no ‘state involvement in thé distributional process. It
appears thdt little state discretion has been allowed where civil rights
concerns are ‘paramount or -where national goals with respect to special-f}

v - need pupils are at issue. In comparison, states have much.more control
over fund distribution in areas where targeting_of funds is a less
sensitive issue. 13 ' )

There is also a relationship between the putative duration of
assistance. and the fund distribution method. Programs that provide con-
. tinﬁing support for educat}onal services ‘tend to rely on formulas for-

both interstate and intrastate fund distribution, while programs that

support finite-duration projects tend to rely on discretionary allocation -
R processes, at least within states. j
Finally, itQis noteworthy that certain funding arrangemengs are not found ;
’ _ at all among the elementary-secondary grant programs. There is no instance in s
“ , ¢ which Congress has delegated to the Depamtment of Education the power to. devise . ;
) 'F \ a formula, rather, all federal formulas are specified in* the,statutes. L ;tﬁ
’ - Also, in’ no instance has- the Department been permitted to exercise dis= ’
" cretion in distributing funds among the states -In marked contrast *
Congress has-given the Department broad discretion;under programs : .
(Bilingual Education and Emergency School Aid) that channel funds to a _
_ relatively few, selected districts. These patterns and/or idiosyncracies -
‘ : . will be explored further in the discussion of federalism issues in o 2 'ﬂ%
e . T o . o ’i?ﬁg_ “nfp
FUND. DISTRIBUTION FORMULAS » ' e T R
- The larger elementary-secondary rant pr_grams have "emploved explicit R

- mathematical formulgs to distribute funds among the states, and the very
largest programs--ESEA Title I, ECIA Chapter 1, Aid to the Handicapped,
Vocational Education, and Impact Aid, rely on formulas to distribute
funds to local districts as well. This section deals first with federal -
statutory formulas for distributing funds among states and LEAs and then

" with the federal rules governing state-de51gned formulas for apportioning °

-

.
. funds among’ LEAs. . \\ b

.\) ‘ o ' 23_i°




ventitlements. These features are discussed in se ence below * =
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Federal Statutory Formulas

Table 3 summarizes the main features of the federal statutory
formulas. All the programs listed have interstate distribution formulas,‘
and three programs, ESEA-Title I, ECIA Chapter 1, and Aid for Education
of the Handicapped, also have statutory formulas to distribute funds
within states.1 The Impact Aid program, the only eduecation program
.that distributes formula grants to LEAs without regard to state
boundaries, is a special case and is not included in the table.16 The
table identifies the allocation factors in each formula, distinguishing ~
between pupil ot child counts and all other factorS' the mathematical
forms of the formulas; and any constraints imposed on state or local

2

Allocation FActors. Every program represented in the table relies

’

on a cqunt of some category of children, pupils, or other persons in each
state or LEA as its major fund allocatjon factor.17 In. many cases, the .

only -factor considered in distributino funds is the number .of individuals\'

 in the stipulated category. Reliance on these person counts has gen-

erally been justified on the grounds ‘that the number of actual or potential
service recipients is a measure of the '"need" for services and hence of the
appropriate level of federal assistance. _

Perhaps the most important point brought out by .the person-courit
column of the table is that there is considerable variation in (1) the
breadth or specificity, of person-count variables used to distribute

different grants, and (2) the degree to which these persom counts.are

logically related to the program or service for which funds”are provided. In

some cases, the relationship between the allocation factor and the pur-
pose of the program is reasonably clear-cut. For instance, funds to

support compensatory education for the disadvantaged,are allocated.

_according to counts of low-income pupils, and funds for education of the

handicapped are distributed according to the number of handicapped
children served by special-education programs. IQ other cases, however;v
a much broader variable, the number of school-age children in a state,’
is the basis for allocating funds. The issue of appropriate ‘'breadth or
specificity--together with other issues concerning the selection of

person-count variables--is taken up in Chapter IV.
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e . Table 3 )
, .
. ~ FORMULAS FOR DISTRIBUTING 'VEDERAL FUNDS TO STAVES, SELECTED FEDERAL [
. GRANT PROGRAMS TN ELEMENTARY AND SECONDARY EDUCAT (ON . .

3

“Varlables Included ln'Fnrmﬁla

'Vrurlum vupll or Child Counts IUtNer Vaglables

Mathematical Formula

Constraints on
Allocations

LEA-

. —
ESEA Title 1, part A. Low~ hu(mw 4hlldrcn in eaLh ’/ per pupll expenditure in state

aporated progrims, basle LEA or county? o (but not less than 80 percent
spranls - , Co . nor more “than 120 percent of
4 “'per pupil expenditure-in u.s.)
- ’ A - . . ~ 7 4);‘ \ ) - b

~ -

State spending for pfograms
1 similar to ESEA Title I.

< - " . " - -

.
4 o ~
- v

R
.

ESKEA Tltle T, part A,
cent fve grants®

ISEA RULe |, part A, 1. low-income children in . Per pupll“expendlturq; as
conceslrat lon grants cxcess of certaln num- for basic program, above
* pers or percentiges . . . o .
‘ . : of all children fn each ) .
thnntyu '
#2. lLow-income children’ ln . \ . t

. each countyd

14
SEA.TiIvke 1, part B, ~ 1. Milgrant children in Per pupll expenditure, as aboye®
g-operated programs N state * » -
2. landlcapped children ' .
scrved In state- f ' . ©
operated schools -7
3. Neglected and de- .

Uinquent children in
state Institutlons

FSEA the i1, part B,
(4 utourﬂms

¥

Schoul-age children, 5—1],
in state

”
ESEA ¢ IlLlc v, parts B,

¢,

School-age children, 5-17,
in state

'

ESEA Thtle VI (formmla
. for apportioning a cer-
' taln portlof’ of ESAA

funds among states)t .

?l\) AN

Minorlty-group chi]dren,
5-17

T4y

ERIC -

< 3

LEA or county allocation

proportional to product of
number of low-income pupils
and per pupil expenditure
in state; state alloeations
determined 'by aggregating

.local allocations

Hatchlng of state
spending for quallﬁying
programs (up to 50 percent
of state outlays) -

.

County allocaffbné'pro—

portionat to product of . - |

basic grant -amount and
ratio of excess low-
intome children to all
children in county; state
allocation determined by &
aggregating county allo-
cations '

Funds for each category of
child proportional to the
product of the number of
children in that category:
and per pupil expenditure
in the state

Allogation in proportion
to number of school-age
children

AlTocation in proportion.
to number of school-age
children

Allocation of $75,000 to
each state, plus re-
mainder in proportion to
number of mlnnrlty grnup
children

- state

de~ﬁlu1mus ruley

» No state to receive more

than 10 percént-of alkl -
incentive grant funds

than 1/4 of 1 percent..of ..
all contentration grants

. .

[
" W

No less than $50,000 per

1. No less' than $100,000
per state

2. Hold-harmless relatlve
to FYI97& allocation

¢

S ¢

Ut

No state to receive less ‘\\F\\i
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' Variables Included im Formula BN S .

L - - . Constraints on '~

A Pupil or Child Counts * Other Variables . Mathematical Formula . Allocations

, . \

I'royram

Voeat Loyl Educat Loy,
part A, state vocat tonal
“educhitlon pyograms -

t. Population, 15-19
"2, ,Populltion, 20-24 °

3. l’opulntiRn’, 25-65"

7 B '
‘.

- Per cnpita incomg of stz'nte R

<t
, .-
specified fractions of

the avajlable funds are’ -
distribheed In proportion -

- ™
‘ . L
¢

1., nbld—harmlena réintqu
to FY1976 nllocution

2. State ‘ust match the

~ to eacliypopulation count,
: ‘ T SR each multiplied by an - federal grantsf- . .. :
. - - ‘. allotment ratlo, which
| is a. négative ‘functlon t .
V‘J ‘ . 5? y of per capita income ) ) .
Handicapped, part B, itand Lcapped ciilﬂren, 3-21,° “'4- ‘ Allocation in proportion 1. de mirdimus rulel
: assistante for cduca- who are receiving special to number of handicapped” . 2. Mold-harmless reiative
tion of -all: handi= ¢ education (put \not more than b . children receiving specinl to FY1977 alloeatio
capped children 12 percent & d children” ! education ™ : catton
, - 5-17) § 3.. State must match th?-ZS
N . . o= o percent Sstate sllnre
Neadstart (formala for I. AFBC recipie . . - . Equal amounts’ distributed Each state's *allotment to
apportloning a certaln 2. Children 0-5 faml- ’ in proportion to the two, increase each year at
portion of Neadstart .\ lles with incol . child-count factors least 50 percent as fast
funds among states)* . t below the pove line ) : as the total appropriation
Adult Edacatlon, state-— Aduits who do not h - * Allocation of $150,0Q0 . b Y ;
adminigtered programs high schoo!l diploma R . to each state, plus . : ‘ ) .
Qquivalent , remainder {n proportign to . -
) A nuaber of adults with®ic . v <
S . ° ~ high achool diploma ' ¢
tducativo Coosol ldatfon —— : ame as ESEA Title I, parts A and B —— - o ’

and Improvement Act of

1981, Chapter 1

Edueat ioo Consolidaglon
and fmprovement Act of

. . : '
School-age population,
5-17

\

Allocation in proportion
to school-age population

No state to receive less’
than 0.5 percent, of all

T1981, (huplvr 2 o~ ' . Chapter,g<grnnts
ISnee enactment of the Educationyl Ameodments of 1978,*the definition of "low-income children" for the purpose of computing Title 1 aliocations ‘ L
has hecowe very couwplicated, Differént counts of low-incope children, from different data sources, are used to allocate different portions of the
the Title | approprlacton.  For details, see ESEA litle 1,, 111. ) -
.
Ihv Iuccutlvc grant portion of litlc 1 is unfunded but ia included here to represent a "true" matching formula, as opposed to the fixed—amount ;}

vnf federal moncy tn be dlstribnted to- locul agencies in eachf ate.

fhc allotment ratio is deflned as 1-. S(YilYn), wheére Yy per cnpita income in state i and Y, is per capita income 1in the nation.-hyt no
9tdlc 8 nllotmcnt ratlo may be greater than 0.6 or less.than {.4.

share of the 5rnot muqt be mﬂtthvd. 1he tetm "fixed amount" medns that the size of the federal grant, and therefore of the state coutribution, is -
“predetermined.  In contrast, a “"true” matching formmla, such & ghe Title [ incentive grant formule provides grant funds equal to’'a specified
fr.ulion, or lmllllpl(-, of gtate bpc.ndln;,., ‘_’l'he state determinesg:

EMC “,u

Aruitoxt provided by Eic: Lo
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The ntumber of variables other than person counts Ehatvappear in the

education grant fo%mulas is surprisingly small. ‘Under ESEA Title I (and
now under ECIA- chag yter 1), the level of eduCational expenditure per
pupil in each state is taken into account in allocating funds for both

‘LEA-operated and stiate-operated programs. Under the Vocational Education

e program, allocations to states depend on an "allotment rdtio," which is

a negative function-of state per capita income. All other'formulas
represented in Table 3 distribute funds solely according to counts of

pupils or other persons, without regard to other fiscal or educational

characteristics of the states or localities. The paucity .of factors in

the existing formulas raises the issue, discussed in Chapter v, of

lwhether potentially relevant variables have been omitted from the fund

distribution mechanisms. .
Mathematical Forms. Most of the programs rely on simple proportzonal

o allocation formulas, whereby each grantee's share of a program's appro-

priation is the same as its share. of the total number of individuals in.

the United States whe fall into the Specified person-count category. For

instance,’ under ‘several programs a state' s percentage of the "pot" is the

T

same as its percentage of the children aged 5-17 in’ the U.S. Two pro-

grams, Vocational Education and Headstart, use weighted; multiple-factor

-

.

proportional allocation formulas, under which different fractions of the

available funds are allocated in proportion to different person-count

‘variables. .In the case of Vocational Education, numbers of persons in

the age groups 15-19 20-24 and 25-65 are assigned weights of approxi-
mately .59, .24, and l§ respectively.18 In ;he'case of Headstart, Q
equal shares of the available funds are allocated in proportion to the’
number of AFDC recipients and the number of children of.ages 0-5 in

families with incomes below the poverty line. A few proérams'allow a
relatively small flat grant to each state but provide for proportional .
allocation of the remilmder (ESEA Title VI, Adult Educationm).

The programs whose formulas include variables other than person

counts, ESEA Title I, ECIA Chapter 1, and Vocational Education, allocate

\\ .§§§?e1r funds in proportion to adjusted person counts. That is, each
state's share is computed by multiplying the person count by the appro-
‘priate adjustment factor, and then comparing the resulting product with

FEE-

the‘sum of the corresponding products calculated for all -the states.

T he
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Two departures from the proportional allocation method are note-

worthy. The formula for allocating ESEA Title I concentration grants

(carried over to ECIA Chapter 1) contains the same factors as the basic .
Title I formula plus an additional multiplicative factor, the per=

.centage of low-income children in excess of a specified concentration

threshold. This ‘illustrates the use of an incidence measure (the

percentage of low-income children); also, it demonstrates that the grant

‘ , / ‘ ‘
. amount may be a nonlinear function of a ‘person-count variable (in this

.
case, the number of low-income children). 20 The Title I incentive grant

formula (also carried over to ECIA Chapter 1) illustrates the use of

‘a matehing grant. Under- it, each state's grant is proportional ﬁsubject

to a ceiling) to the amount that the state spends for programs "similar"

"to ESEA Title I. Thus, the state's own fiscal choices determine its

share of the incentive grant funds. In comparison, two other programs
with matching provisions, Vocational Education and HandiCapped offer
only "fixed-amount" matching. each state's entitlement is: predetermined
and states are required to match those amounts as a condition for
receiving the aid. These fixed-amount matching requirements are not

part of the fund distribution mechanisms, since they do not affect

"the size of a recipient s grant entitlement.

In sum, the elementary-secondary grant programs have relied on a

limited range of very simple formulas. In contrast, federal programs

in fields other than education use more sophisticated formulas, capable

_of taking into account multiple characteristics of jurisdictions

(examples include the General Revenue Sharing formula and the Community

21

Development Block Grant formula) Also, many states have developed

school finance formulas that take into account more factors, and do
so in more sophisticated ways, than do the federal formulas.22
The implicatiens of relying mainly on simple, single-factor formulas are
examined in Chapter 1v.

Constraints on Allocations. State "and local entitlements under

some programs are subject to ‘constraints, which supersede the basic

" formula in instances where they apply. Five types of constraints are

represented in Table 3: kl) a lowervbound on the number of dollars toh
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be allocated to each state (ESEA Title IL, ESEA Title VI, Vocational
Education; (2) a lower bound on the percentage of a program's appro-
priation to be allocated to each state (ESEA Title I concentration
grants; ECIA Chapter 2); (3) an upper bound on the percentage of the
appropriation that may be allocatéd to a state (ESEA Title I incentive
grants); (4) a lower bound on the rate of increase in each state's
entitlement relative to the rate of increase in the total appropriation
(HeadStart); and (5) af"hold harmless"“tequirement, stipulating that a
state s entitlement in one year.shall not be less than that state's -
entitlement in some previous year (ESEA Title VI Yocational Educationy
Handicapped). There are also constraints incorporated within the basic
“formulas themselves. Under the Handicapped program, for example, a state
is entitled to a certain amount of assistance for each handicapped pupil
served, but the number of pupils ‘that may be counted is limited to -
12 percent of the state s school-age children. Under ESEA Title I and '
Vocational Educationm, the adjustment factors in the formulas (based,
respectively, on per pupil expenditure and per capita income) are not
permitted to reflect the full range of interstate variation in those
variables. All these constraints®serve to limit the range of entitle-

ments that would otherwise exist under the basic formulas..

Federal Rules Governing State-Designed Formulas

"Prior to the passage of ECIA in 1981, two federal programs, ESEA
Title IVB and Vocational Education, required states to develop their own
formulas for distributing funds among LEAs In both cases, federal rules
. stipulited that the state-designed formulas must take into account
certain priorities and factors. ESEA Title IVB has now been folded into
the block grant to states. However, the importance of this approach to
intrastate allocation has increased because the new block grant itself
| (ECIA Chapter 2) requires states to develop formulas that incorporate
’ certain federally specified allocation factors.
The ESEA Title IVB and Vocational Education specificatiofis are (or
were) as follows: ' ’
ESEA Title IVB provided that federal funds: should be apportioned

/ « among LEAs according to .enrollments in public and private schools within
‘ each districtS'adjusted to provide higher allgcations to (1) LEAs whose

‘/ %1'
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tax effort to support education is substantially above the state average
but whose per pupil expenditure is below average, and (2) LEAs with the
greatest numbers of costly-to-serve children, ''such as children from
low-income families, chi}dren 1iving'in sparsely populated areas, and
children from families in which English is mot the dominant 1anguage."2§
The implementing regulations specified further that any LEA receiving
additional funds under the adjustment provision must receive extra funds
per pupil at least equal to the amounts distrihuted on the basis -of
enrollment. To satisfy this rule, each state had to establish,a multi- .
part formula, distributing a portion of the available money among all .
LEAs according to enrollment and the 'remainder among those LEAs quali- -
fying under the so-called adjustment factors. The issues of rationalityh -
and equity raised by this procedure are discussed id later chapters. -
The Vocational Education Act sets forth a series of rules governing
state-designed.formulas.zé First, states must "giveupriority" to dis-
tricts that '

(1) are located in economically depressed areas and areas

with high rates of unemployment, and are unable to

provide the resources necessary to meet the vocational -
education needs of those areas without Federal '
assistance and

. (1i) propose programs which are new to the area’ to be o -
served and which are designed to meet new and
emerging manpower needs and job opportunities in the
area and, ‘where relevant, in the States and the
Nation.... .

Second, states are directed to distribute funds according to "economic, -

vsocial and demographic factors relating to the need for vocational

education among the various populations and the various areas of the A
State," including as the "two most important factors" (a) the relative )
financial ability of each LEA to provide resources for vocational educa—’

tion, and (b) the relative rumber o { concentration of low-income families

within each LEA. Third, states are told not to distribute funds among

LEAs merely in proportion to enrollments or by matching local expendi-

tures at a uniform percentage rate, nor to deny funds to any recipient

making a reasonable tax effort solely because that recipient is unable
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to pay the nonfederal share of the cost of new programs. "Significantly,' :
nothing is said about how the various "priorities" and "factors' are to .

be combined irnto a single/formula, nor about thé weights that must be .
assigned to the various factors when they are "taken into account." qu/ﬂ\
this reason and others, a number of policy problems have been created by‘2

1

the current Vocational Education rules.
The new block grant program, ECIA Chapter 2,. adheres in some . C
respects to the ESEA Title IVB and Vocational Education prototypes. It *

requires each state to distribute not less than 80 percent of its
. | .
Chapter 2 grant among local agencies :

according to the relative enrollments in public and noh-
public schools within the school districts of such agen- .
cies, adjusted, in accordance with criteria approved by the
secretary, to provide higher per pupil allocations to local d
educational agencies which have the greatest ‘numbers or o
percentages of children,whose education imposes a higher :
than average cost per child, such as-- ”

(1) children ftom low-income families, o

(2) children living in economically depressed urban ’

> and rural atreas, and
(3) children li!ing in sparsely populated areas. 25
' I

Note that while this language recognizes the problem of special—need
children, as do the requirements of ESEA Title\IV and Vocational Educa-

tion, it parts from the two ‘earlier programs in not also identifying limited
ability to finance education as a relevant factor. Note also that nothing is
said about the degree to which allocations should be skewed in favor of
districts with high concentrations of costly-to-educate children.

Recently'issued Department of Education regulations for ECIA

' Chapter 2 add nothing to the above statutory language. vIn‘fact, the

Department of Education has explicitly disclaimed any intention of pro-
ducing more specific standards or guidelines, indicating instead that

the Department will approve any formula ''reasonably calculated to produce
an equitable distribution of funds with reference to the factors listed

in [the statute]. 26 What the statutory requirement will mean- in practice

¢onsequently remains to be determined.

' - . . ’ : ’
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DISCRETIONARY ALLOCATION PROCESSES

Discretionary processes have been used by federal agencies to

distribute certain grants directly to LEAs and by states to distribute

federal funds among their LEAs as authorized by federal statutes.
Reliance on diSCretionary processes is greatest where fynds are either
distributed to relatively few LEAs with special needs or problems or
awarded to the winners of project-grant competitions. Table 3 under-
states the role of discretionary processes because it includes few of

the smaller grant programs, which relied on them most. heavily.' This
gection deals first with thé federal discretionary processes and. then 7
with federal rules governing the discretionary processes operated by the

states.

Fedéral Discretionary Allocation Processes . : ~»‘ ' : :

valuable to policymakers but would require detailed investigations, ° -
including interviews and reviews of records ‘'within the individual"foe
gram of fices. ‘ . : 4‘

The Bilingual Education Act (ESEA Title VII) and its regulations ’
,establish detailed criteria for selecting grantees but say almost - \ o .

Three important federal education programs, Bilingual Education, '

Emergency School Aid (ESEA Title VI), and»Headstart, provide (or pro=~’ o s

vided) direct discretionary'grants to local agencies. Certain aspects
of the discretionary processes, especially the allocation criteria, are ‘ s
specified in the applicable laws and regulatioms. ‘Other aspects, isuch . ‘
as the methods used to rate applications according to the stated-cri-
teria, are not prescribed by the formal legal structure and consequently
are less accessible to scrutiny. This inquiry unfortunately is limited
to the former aspects. A stqu'of the latter aspects would probably be

nothing about the selection process itself. The stateﬁent of criteria
is in two parts. First, the regulations lay out-a rating scheme under
which points. are awarded to proposals from the LEAs according to the
following schedule:zz . | ‘ » ' '
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1. Need (based on the percentage of the
. limited-English-proficient (LEP)

children to be served who have not 2

previously been served under the ' .

ACL) “eeeeeeeccccsossssahecesocssiansssss 10 points
2. Need (based on the percentage of =

LEP children to be served who are _ :

from low-income familiesS) eeeeeeeeseesss 35.points

3, Rationale for selection of project
site and participants ..cceesscccccccccs 10 points

4, Instructional approach ceccssaccvescasion 15 points .

5. Performance objectives s...cececeeceeesss 15 points
6. Evaluation plan ..ecceccccicocegecccccces 15 points

7. Quality of persomnel ......ceiececeesass 20 points

8. Commitment and capacity TR RETT R 20 points,

f

But the resulting scores do not determine the winners. Rather, according

to the regulations, the numerical ratings are to be cons#dered as one
factor, along with a number of other factors naimed in the Act itself
 These additional factors include (a) the need to serve children who have
"historically beenadeerserved" by bilingual education programs,- (b): the
_ desirability of distributing funds in proportion to the geographical
distribution of children of limited English. proficiency throughout the
Nation,”" (c) the "relative [financial] ability" of LEAs to carry out
bilingual education programs, and (d) the "relative numbers of persons
from low-income families" to be benefited by. the programs.'28

Both the subjective nature of some criteria in the rating scheme
(e.g., commitment and capacity") and the requirement to take into
account the aforementio ed/additional factors (with unSpecified weights)'
provide tremendous leeway to program administrators. The formal legal
framework conveys very little information about how- grantees are actually
rated and selected,andvhow rant amounts are determinedt It would take
both an analysis of past aw rds and applications and a field study of the
selection process to £ill this information*gap

The Emergency School Aid program (ESEA Title VI) was also supposed

to distribute grants acco ding to formal allocation criteria prescribed
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) 1 in its re ulations.. These regulations established, first, a detailed

' mathematical procedure for ranking applicants according to (a) the
change over time in the degree of racial’ isolation in their districts,

" and (b) the anticipated change in minority concentration in the appli-
cant's schools under the applicant 8- desegregation.planlzg Once.. ranked,

order.withinm

the applications were to be “considered for award" in r

‘ . each state according to the following criteria, for which no weights ) N

were specified:BO- ' . .

A. Relevance of project objectives to the desegregation
plan, - .

B. fhe.magnitude of plan-related educativnal needs
addressed by the project, , _ .

.

C. Realism of the applicant's timeline,

D. Quality of the proposed methods, /

‘ ’ A(/y E. Effectiveness of the proposed management plan,
F. Qualifications of the key persommnel,
G. Adequacy of resources to carry out the project,
b ‘ H. Adequacy and.reasonaoleness of the proposed budget;
I. Quality of the evaluation plan,

J. Quality of the applicant 's assessment of effects on
"traditionally underrepresented groups,'" and

K. Degree of commitment of community educational
resources. i ) .

Nothing is said about homhor by whom tnese ctiteria are to be applied,
nor about the' respective weights to be accorded the listed criteria and
the aforementioned numerical rankings.
Here, eveh more than under the Bilingual Education: program, the
stated criteria allow extremely wide leeway for the exercise
of administrative discretion, and the formal structure itself conveys
' very little about how the process works. To learn more, one would have

to investigate the inmner wo@kings of the selection process (necessarily '
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a retrospective inquiry, since ESEA Title VI has been folded into the
. new block grant). )
The Headstart regulations specify criteria for choosing among
¢ applicants as follows.31 :
v
The basis for making a selecbion among applicants for a
Head Start program shall be the extent to which the appli-
cation selected reasonably promises the most effective and
responsible Head Start program of the approvable applica-
tions submitted in terms of (a) the cost-effectiveness of
the program proposed to be provided; (b) the qualifications
and experience of the applicant in planning, organizing,
and providing comprehensive child development services at
the community level; (c) the provisions made for direct
participation of parents in the. planning, conduct, and
administration of the program; (d) the opportunities pro=
vided for employment of target area residents and career
development opportunities for paraprofessionals and other
staff; (e) the suitability of the facilities and equipment
proposed to be utilized in carrying out the Head Start
- program; and (f) the administrative and fiscal capabilities.
of the applicant to administer all Head Start programs
carried out in the cotmunity. R .

~

Once again, no particular selection process 1is prescribed in the regu-
lations, and little information about the actual workings of the pro-

IR

cess can be gleaned from the formal structure.

ederal Rules Governing State-Run Discretionary Processes

The federal programs that give states discretion to distribute
federal funds among their LEAs generally impose few restrictions<on the
state-run allocation processes. The following examples illustrate the
minimal degree of federal control: ~ '

#nder the Migrant Education program (part of ESEA Title I, part B), °
states are authorized to establish)/their own crigeria for-project
approval. They are directed to agéocate funds among the selected local
agencies according to the number of children to be served, the nature

and scope of the services, and "any other criteria developed by the
State relevant to matters of the 'State migrant education program. n33
Under ESEA Title II (state programs to improve basic skills), the
.federal regulations defined eligible types of projects relatively pre- -

, cisely and specified certain items of information that each grant

" 35
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application had to contain but . said nothing about procedures or criteria
to be used by the states to select grantees and allocate funds among
-t:hem.34 2 '

Under the Handicapped Act, there are no stipulations at all
'regarding'how states should™ allocate funds to ‘LEAs -(if the state- chooses
to make such allocations) from the 25 percenr'of federal funds reserved
for use at the states’ discretion.3 ’

Under ESEA Title ivc (projects to improve educational practice),
the states were told only to distribute funds on an "equitable, com-
petitive basis."36

One program that goes somewhat further is Adult Education.i The
program regulations direct the states to conduct a competitive process
and to develop selection criteria that "take into account" eight factors"'
. which are simflar to the factors prescribed for the ‘Bilingusi . 7

3

Education and Emergency School Aid programs.’ Each state must .
also include in its state plan a description of the method to be used

in .allocating funds -among the approved applicants. ‘As in the federally
operated discretionary programs, these requirements appear to leave
ample room for administrative discretion.

States exercise virtually full ‘power to shape. their own discretionary
fund allocation processes undeér these programs.4bﬁhe federal legal frame-
‘work provides few guidelines, ‘much less constraints.< It would take an
ambitious study, covering at least a sample of states, to develop even
- rudimentary descriptive information on how this .component of the federal

fund allocation‘system actually operates.

A
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III. FEDERALISM AND FUND DISTRIBUTION

This chapter deals with issues of intergovernmental relations, or
federalism, im- the- distribution of federal education grants to states
and localit es. It asks: Do the existing intergovernmental arrange-
ments make sense? ‘Are they compatible with and helpful in promoting
the purposes of the ‘grant programs? Do they provide the framework for

-

an equitable distribution process’
. For concreteness, the issue of whether present arrangements 'make

sense" is broken down into several more manageable questionms:

Is there a reasonable division of respongibility for

L, / fund distribution between the federal government and . L
: the states? Is there a rationale for the'present - _' h . S
'différences-in-federal and state roles under the _ ' ‘ . ;

different programs’

' . 'j‘ o -Do the present arrangements promote eoordinated dis—
tributions of federal and nonfederal funds that finance
similar programs or services? ’

o Are there workable arrangements for Bhartng\allocative '
‘responsibility between the federal government and the
states, or for delegating authqrity to the states?
In addition, there is the cro's-cutting poldey question,’which arises N

wherever present arrangements) seem deficient:

o What altermative int rgovernmental structures merit .

. consideration for the future?
] ‘ .
-\
"~ For expository convenience, a distinction is made bétween the

ﬂ foregoing federalism questions, discussed in this chapter, and ques-
tions of equity, discussed in Chapter IV. It is evident, however,
that the two issues overlap One eriterion for Judging whether

the prasent federal-state division of responsibilitv is reasonable is , .
- 1 | .
. / ¥ e - » fpa

<A

'
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whether it promotes distributional equity. Accordingly,’equity issues

are considered as they arise in the federalism discussion, although the

full discussion of equity questions is deferred to Chapter IV.

FEDERAL AND STATE ROLES IN FUND DlSTRIBUTION ‘
The central issue of federalism is the division of power among

o

different levels of-government--in this case, the division of authority
between the federal government and the states to allocate federal educa-

tion funds. Some views on this issue are strongly grounded in ideology.

" Those who see no legitimate federal role in education are likely to

oppose any exercise of federal control, including control over fund
distributions within gtates; those who believe that the federal govern-
ment should pursue educational goals neglected by or resisted by. the
states are likely to favor as much federal control as is necessary to

accomplish the putative national’/ purpose. - Ideologies that give rise to

conflicting views of federdlism in education are not within the purview

of this paper. Rather, a narrower and more tractable form of the
division-of-power question is considered ‘given the present programs
and their purposes,‘as stated by Congress, do the present federal-state

divisions of allocative authority make sense; if not, what alternative
federal and state roles might be preferable?

‘A starting point for the analysis of federal and. st%te roles is the .

observation that these roles vary sharply among programs. As shown in
Chapter II, the intrastate distribution process is entirely or almost,
entirely federally controlled in soge cases (ESEA Title I, part A,
Bilingual Education, Impact Aid), partially federally contr?lled in
others (Vocational Education, ESEA Title IVB), and wholly state-
controlled in still others (ESEA Title I, part B, ESEA Titles II and
Ive, Adult Education). A partial rationale for these differences,

already suggested, is that federal control has been asserted where

there is a federally protected target group and/or a civil-rights motive

for federal aid, while distributions have been left to the states under

less sensitive programs. Yet ‘this explanation alone is not compelling.

That the federal goal is "sensitive" does not necessarily imply that

“the goal is’ best achieved by retaining control over allocations at}Lhe

12

1
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The Feasibility of Meaningful Federal Control
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federal 1eVe1. Nor is the nature of the educational goal the only ¢
relevant program characteris'tic° “As will be showdg it is-diffi-

g
cult to argue, once other program attributes are taken into account,
that the present arrangements make sense in some of the more important

federal programs. . = . : -

PRI
.v P “

* Before asking whether federal control over withidrstate distribu-

tions of aid is desirable, .one should establish that iuch control is

meanmngful Is it realistic to believe‘that prescribfng how federal aid-
shall be allocated can influence the distribution of fﬁnds or services
among LEAs? Had that question been considered by Congress when it
established grants to support vocational education: and

education for the handicapped the fund distnibution meehanisms of those
\ e

The most important. determinant of whether the federal ‘government can
influence the district-level distribution of funds is'the*fédanzl share

programs might now have very different forms

of f%nanczal support for the program or service in question. Where thatgf '

share is dominant or 1arge as in compensatory education, federal pre-
scriptions mean something; where the federal share is small -as

in vocatioqal education and education for the handicapped, prescribing

‘how -the federal money should be distributed is an: empty gesture. In

both vocational and handicapped education, there are ten or- more
state and local dollarS~for every federal dollar. Consequently, no
matter what distribution of. federal aid is mandated, that distribution
can easily be offset by redistribution of the much larger nonﬁederal
share. In these situatioms, it makes no sense for the federal-government
to specify how the federal grant-funds shall be allocated unless‘it is
prepared to control the\Histribution of state and local funds as- well
Prescribing how a small fraction of the available funds shall be' dis-
tributed is an exercise in futility, it can have little influence"pn the
actual distribution of resources and services -among the LEAs. y"

The misconception that presumably motivates attempts to control e
the LEA-level distributtion of aid even where the federal role is 3*5 |

small is that distributions of nonfederal money are unaffected
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by the federal gfants. If that were true, then federal grants, though /
relatively small could affect the overall distributiod at’'the margin.“ It

would be possible, for example, for the federal government to channel extra, . "

funds to urban, low-income, or other preferred categéries of districts. It
is naive, however, to believe that federal fundg§ will simply be superim- A
posed upon the distribution of nonfederal funds t 5t would havé existed

in their absence. Realistically, state,governments have -both the.means .
and the motive to take the distribution of federal aid into account when
deciding how to distribute their own funfis for cat%gorical programs;> If,
for example, a state considers that federal aid is too skeweg in favor
of:urban districts, it canp "eorrect" by skewiug its own aid somewhatgless”

"/ in favar of the cities than itgwould have in'the absence of the federal .

funds. Even where federal aid ‘comstitutes a substantial share of the
available'funds foQ a given program, the'power‘of the state to reshape '/

its own distribution mechanism in response to the federal mechanism . “
means that state rather than federal preierences are likely to prevail..38

The possibility that meaningful federal control can be asserted ‘
is further diminished where fedenal,foimulas apply to only a portion of the
federal funds. Under the Handicapped program, ‘for example, the federal govern—
ment prescribes how» 75 percent of, federal aid shall be distributed to LEAs; the
remaining 25 percent ¢an be distributed at state discretion (or retained for
the stateas own use). By manipulatipig the discretionary 25 percent, a state o
can make@ghe overall Wdistributdon.ef funds look very different from the
federally prescribed pattern of the other 75‘percent.39 Suppose, for instgﬁhe,
that a state believes that aid for education of the handicapped should reflect
the level of special—education outlays in' each LEA, while the federal government
prescribes a uniform allocation per handicapped pupil, regardless of the level

vof outlays. 'By directing its discretionary funds to "highroutlay" districts P

the state could, in effect, overrule the federal decision.

s

.
-~ »

The last point has direct implications for the new education block

‘ grant. Under that program (ECIA Chapter 2); each state must distribute - :

80 percent of its grant to LEAs by means of a state-designed formula of

rederally specified type; the remaining 20 percent may be distributed or
used at state discretion.‘ The combination of a discretionary 20 percenﬁ\\k
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and partial state cogtrol o;\}\the remaining 80 percent probably makes
this distribution mechanism indistinguishable in practice from 100 per-’

cent state discretionm. r -~ '

Another program characteristic that determines whether federal control
over the intrastate distribution of federal funds is attainahle

is the specificity of the purpose of federal aid. - The more specific the

'purpose, the narrower the target group, or the more separate ‘the aided

activity from the regular education»program, the better the chance of
effective -control. Thus, the federal government is more likely to be
able to influence resource distributions under targeted‘programs like
ESEA Title I .and Headstart'thanxunder a program like'ESEA Title IVB,
which though nominally a subsidy for instructional materials, effec~,
tively.provided general aid. The possibility of influencing the
actual’distribution of resources is.smallest under an unrestricted
aid program'or block grant, since any specified distribution of the
federal aid 1is easily nullified by a tiny change inbthe distribution
of state general aid to districts. .

Thus, while. federal authority over the intrastate distribution

of aid can always be asserted in name, such assertions mean little

in fact under most federal programs. Federalmcontrolbis rendered

infeasible by the small size of the federal contribution under the
Handicapp%d and Vocational programs and by the general purpose of the

aid under the Chapter 2 block grant. Even under ESEA Title I (ECIA
Chapter ‘1), ahere circumstances favor federal coutrol, the federal govern-
ment's potential influence varies from state to state, depending on whether
and to what extent the state supports compensatory education. Where

the state contribution is substantial as in New Yor¥ and California,

the state can deploy its own money in a way that alters the federally
specified pattern. There is no effective barrier in federal law or
regulations to such offsetting state behavior.40 Ideological arguments
notwithstanding, it makes little sense to assert,federal control Qver
district-level distributions except where either (a) federal fund-

ing is dominant, or (b) the federal govermment controls the distributions

of nonfederal as well as federal funds. ‘ : .

)
/, ‘o

. 4
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The Desirability of Federal Control : R ' )
Even assuming that federal contxol over the within-gtate distribution : ' -
of aid 1s feasible, the question: remains of whether it is desirable. Does
prescribing the allocation of, aid among LEAs help to advance the goals of the
&  fedéral programs? There are two opposing arguments. The argument favoring
federal - control is sometimes necessary to goal achievement because states
would otherwise not distribute aid according to the- incidence of federally
perceived educational needs. In particular, some:states allegedly have
‘ little Interest in channeling extra resources to districts with concentrations
of poor people and racial or linguistic minorities. Left to their own devices,
these states might choose to spread federal aid widely, slighting the intended
target groups and thereby. undercutting the federal program, The counterargument .
" is that federal control may be self~defeating because the federal government has-
less capac'z,ty than ‘the states to distribute funds in a.- reasonable relationship
to educational oY fiscal needs, as is evidenced by the crudeness of existing
federal formulas.. Conseguently, asserting federal control over intrastate dis-
tributions may impede rather than advance federal goals. To see. how these

argumeﬁts balance out, it is necessary to examine particular federal programs

The case for federal control is probably weakest in comnection with
aid for education of the handicapped. Under that p ogram, federal aid
is (nominally) distributed to LEAs solely in propor:\bn to the number of

handicapped children receiving special—education services in each LEA, .

without regard to either the types of children erved or the nature,
adequacy, and cost of the services. This makes little educational or .
- fiscal sense, given the tremendous range in the severity of handicapping
conditions and in the costs of educating different kinds of handicapped, .
children.41 Were it not for the predominance of nonfederal funds, the:
o federal formula might generate serious inequities and mismatches between»
resources and educational needs. In comparison, many state systems for |
funding special educationbdeal in detail with variations in.educational, “ .
and financial needs. Various state formulas, for example, assign ‘
differential weights to as many as 10 or 20 different types of handicaps,

allow for variations in service costs,_and take into account local ability ’
o . . : : -,,‘r
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and/or willingness to pay for special education services.42 Federal funds
for thebhandicapped would probably be distributed more intelligently in
many states if the states were allowed to use their own formulas to allo-
cate federal aid instead‘oﬁ being forced to use the crude federal . formula.
One'may-ask, "is it not possihle for the federal government to“develop
more-refined formulas of its own, perhaps epulating the more advanced states,

Uho "

and thereby to neutralize the capacity argument?“ The answer appears to be
That option is precluded by the absenge of nationally applicable definitions'

of handicapping conditions and the lack of uniform national data omn handicapped

- pupils, médes and costs of services, financial abili_ty«, and other relevant variables.

While each state can develop a formula based on its own definitions and data,
systems, no federal formula would be applicable--or even'meaningful——to all the
states. It is, of course, technicallylfeasible to develop and. implement a '
national system, but that wmld be costly and almost certainly politically unac-
ceptable, since it would be necessary to impose federal categories on every state.

For better or worse, diversity of definitions and data must be taken as a given

characteristic cf the'system, and one that severely limits the potential federal

. B it
role. ' ‘ .

Turning to the "need" for federal control, there is little reason to believe
that states would be- inclined to discriminate among districts in distributing
federal aid for the handicapped. " Handicapped. children, unlike poor and languageé
minority chfldren, are not concentrated fn certain types of districts (e.g;,'

central cities), which may be unpopular with state legislatures. . Many'states‘

"have demonstrated by their actions that they are as intent ‘as is the federal govern—

ment on channeling extra resources to the handicapped and that they ‘have the will
and capacity to distribute such resources among LEAs according to the incidence

of special-education problems. Considering ‘that states apnear no less inclined

and are probably better equipped than the federal government to'allocate'special- -

. education funds reasonably, one must conclude that federal éontrol over intrastate

distributions is not justified, even if it were attainable, under the Handicapped

program. ‘ ’ T .

In contrast, the, case for federal control is stronger in the

" area of compensatory education. Admittedly, the formulas for distributing , ,

compensatory education grants under ESEA Title I/ECIA Chapter 1 are no -,
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less crude than the formulas used to distribute aid for the handicapped.

Pursuant to statute, federal money is distributed within states

}blely according to the number of lo§-income children -in each LEA;-with-

out regard to the degree of ﬁoverty,;the incidence and severity of edu-

cational problems, or the nature or cost of the LEA's compensatory

education services. Moreover, the lack of comparable data from .

different states on degrees of educational and economic disadvantage is

as severe,a problem as the corresponding lack‘of natiénal data'on handi- . I

caps. Wha& distinguishes the program for the disadvantaged from the

o program fof‘the handicapped,; ‘however, is that states have done no better

thanvthe_federal governméﬁt in allocating compensatory education .funds

agcprdihg to educational or financial needs.: Hbét states provide no ” TA
éompensatory education funds‘ifaall br none of any significance. The
states that do support compensatory programs (or othef programs aimed at -

_ the disadvéntaged) typicallﬁ\base their allocations on single factors,

- ' such as the number of poor children in an LEA or the number of children
performing below a specified.educational standard.43' Because it has not
been demqpstrated that states are equipped to deal with multiple dimen-
sions of need or gradations in the need for éompensatory education, the
"capacity" argument favors neither state nor federal control. ) _

On the other hand, the claim that federal control is necessary. to a
protect the intended beneficiaries carries far more weight in the case
N of education for the disadvantaged than in the case of education for the
handicapped. There is good reason‘to'beliéve that some states, given

the authority, would distribute ECIA Chapter 1 funds in a manner

inconsistent with the federal govermment's definitionlgf compens%tory

education needs. Unlike aid to the handicapped, which serves a

large middle-class constituency, Title I is a redistributive program

that favors districts with large concentrations of poor and minority j

pupils. Political support'for these districts and pupils is generally © e

weaker at the state level than at the federal level,AA_“Consequently,

" devo%gtion of authority to the states would probably result in o

shifts of funds away from the present target districts and pupils,

detracting from the purpose of the federal program. In sum,
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because federal control over the intrastate distribution of funds is
necessary to protect federal interests in compensatory education,
while there are few reasons to believe that states would allocate
funds better if the authority were tranSferred to them, eontinued
and even strengthened federal.control over the intrasgtate distribution
of funds can be justigied in the compensatory education field.

~ Essentially the same arguments apply to Bilingual Education as to
ESEA Title I, with the important difference that federal fumds for
bilingual education are allocated as discretionary,grants rather than
by formula. The significance of discretionary funding is that one
cannot judge without garrying out a special study wh ther the
present federal fuhd distribution system allocates funds in a reasonable,'
responsive, or equitable manner. This problem notwi hstanding, there is .
no evidence that state allocations would be more re onable than the .
present federal distribution, nor that state5, left to- their own’ devices,
would continue to channel extra resources to the - federally defined target
group. Therefore, there is at least a presumption in favor of retaining
the present federal control over the district-level distribution of federal
bilingual education funds. Whether the present discretionary grant pro-
gram should be replaced with a formula grant program is a separate issue,
discussed in Chapter IV. . - A

Finally, consider Vocational Education. Under the vocatiomal pro-

gram, unlike the other programs discussed above, the federal government
has not asserted full control over the intrastate distribution of federal
‘funds. Rather, allocative authority has been shared with the states.
Specifically, the law requires each state to design its own formula for'
distributing aid to districts, but each such formula is tohreflect
federally prescribed "priorities” and "factors" (as described earlier in
Chapter II). Setting aside for the moment that the small share of federal
funding for vocational education makes it unlikely that real federal
control could be achieved is the present sharing' of authority desirable?
* Would it be preferable to have either more complete federal control over

within-state distributions or a more exten51ve delegation of authority

> i
to the states? - . ' , v .
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N The capacity argument points towards delegation of substantial
allocative authority to the states. Consider the ' priorities and
"factors" set forth in federal law. The items that states are expected
to take into account are more numerous, detailed, and subtle than the
items found in any federai formula. It would be virtually impossible
for the federal govermment itself to write a formula that takes, e.g.,.
the, relative financial ability of LEAs into account because of the lack
of uniform national data on that varial'.ale.-[“5 To carry out the intent of
the law, the responsibility for detailed’ formula design must be dele-
gated; the federal government cannot do ¢he job itself.

v [

_Whether federal control is needed to protect the intended bene

ficiaries of Vocational Education grants is less clear. On one han )
vocational education is less vulnerable in state political arehas than
are redistributive target-group programs like compensatory and bili gual
education, although it is probably more vulnerable than education for the
handicapped (there is a "class" element to vocational education that
could result in conflicts over .shares between middle-class suburban dis-
tricts and districts with larger low-income or working class populations)
The prospect of class-based discrimination is probably not serious
enough, however, to warrant federal control gver the interdistrict dis-
tribution. On the other hand, it is unlikely that the specific federal
distributional priorigdes stated in the law ‘would be taken adequately
-into account if states were given full discretion. Based on past per-
formance, many states would probably not give much weight, on their own -
initiative, to such factors as. unemployment, the concentration of . low-
income people, and whether an area is economically depressed. These
factors are likely to appear in state fornu%as-only if the federal
government mandates their inclusion. .

The present allocative approach‘in Vocational Education can be
interpreted as a compromise: by delegating authority to the states,
the government seeks to obtain a more.sensitive and detailed formula

than it could have designed itself; by requiring that state formulas

contain certain factors, the government seeks .to ensurehthat‘its own

)
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distributional goals will not be neglected. This is not ty suggest that

the present compromise work@\well. It has serious, perhaps disabling
flaws, which will he examinedlbelow. ,Nevertheless, the present shared-
power arrangement in the vocational program does bring out two‘important
points about federalism in'edhcatioh: (1) there is no need to make an
either-or choice between federal and state c%n:rol' allocative -authority
can be shared, and (2) there is a trade-off between the degree of federal
control and the degree to which distributions can.be "fine tuned” to
reflect multiple characteristics of the LEAs. -

- Summing up the discussions of both the feasibility and the desirability
of federal control, federal»présériptions of" how federal eid should be °
distributed within states can be effective only where federal aid provides'’
a dominant share of financing for the service in question, while federal
control is tmportant for the achievement of federal goals where there are
federal distributional concerns, such as the protection of certain target
grgpps,'that the,stafes may not share. Where a federal interest is at
stake but the small‘share'Qf federel funding makes it pointless tao
specify how federal aid shéuld'be allocated, the only alternativée are
to eschew federal control er to seek influence over the combined dis- -
tribution of federal and nonfederal funds. But even where federal con-
trol is feasible, exercising such control directly may not'be:the best 4
option because of the limiQed,fedeggl capacity ;e design sensitive fund
'allocation mechaniems; rather, it maynhe preferable to seek a workable
mixed model, invwhich states take charge of the detailed allocations,
but the federal government sets general allocative priorities and pro-
vides incentives for the states to puréue federal distributional goals.
There are thus two classes of.fedegpal policy options to consider:
' strategies for coordinated distribEtion of federal and nonfederamequsk
and strategies for ‘delegating partial authority to the states. These
are taken up in the following two sectiehs.
COORDINATED DISTRIBUTION OF FEDERAL AND NONFEDERAL FUﬁDS

. A conspicuous shortcoming of federalism in education is thatvthere

is little coordination between feddral and nonfederal programs aimed

at the same purposes and target groups. The federal and state-local

ta,
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programs typically are each designed to operate independently, as if
the other did not exist. This lack of coordination affects many aspects
of the programs, including administration, program content, and segxise
delivery, but the issue of immediate concern here is that it affects
the distribution of funds to LEAs. The problem, simply put is that
the federal and nonfederal distribution mechanisms are separate. Each
allocates aid according to its own criteria,'without taking account (at
least explicitly) of the allocations of the other. The combined dis-
tribution consequently bears no necessary . relationship to what either
the federal or nonfederal policymakers intended.

One reason for the lack of coordination is that federal and state
‘polic kers sometimes disagree about the appropriate criteria for \\
allocS:a
are distributed according to the number of low-income children in each

ing funds. For instance, federal compensatory education funds

LEA, while some state funds for compensatory education (e.g., in Michigan,7

New York, and New Jersey) are distributed according to indicators of low
educational performance. The reSulting overall distribution pattern
naturally reflects a mix of the federal and state criteria (implicitly,
a weighted sum). There is nothing necessarily wrong with:this outco.
and there is no way to avoid it without one party yielding .
to the other's philosophy. In other cases, however, the federal-state
differences in-allocative approaches seem more matters of inertia,
happenstance, or plain lack of communication than matters of educational
philosophy. It is difficult to believe, for example, that the federal
formula in the Handicapped program reflects a deep~seated philosophy
that handicapped funds should be allocated|on a flat per pupil basis
without regard to the characteristics of h dicapped children or their
programs. There, the disjunction between ederal«andistate distribution
methods is unnecessary; it merely complic tes the states' task of
ensuring “that handicapped children in all LEAs receive "appropriate’
special education services, as required by P.L. 94-142." Where there is‘
no substantive reason for there to be two sets of allocative- criteria,_
the existence of dual distribution systems is a needless impediment to

" rational, equitable allocations. A unified system w1thin each state,for.
distributing both federal and nonfederal funds would be preferable. . .

Another reason for lack of coordination is that federal law usually

requires separate allocation.and hégdling of the' federal funds. . The

statutes and regulations of theeeducation grant programs are replete with -
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reqdirements for "tracking" federal- funds, prohibitions against
"commingling" federal and nonfederal money, and strictures against
using federal aid to "supplant" funds from state and local sources.

-It weuld be difficult to design a‘system for allocating funds in a

coordinated manner without violating some of these rules.

Underlying these separation requirements is an'unrealistic.model
of resource allocation in education: the implicit assumption is that
states and -LEAs allocate their. own funds without regard to the avail-
ability of federal money for the same program, and then use the federal
funds to prbvide supplementary resources for federally designated LEAs
and pupils. But such behavior is'implausible.' Realistically, any
competent state official or legislator will take the availability of
federal money-—and its prescribed distributional pattern—-into account
in deciding how to distribute state funds. Consequently, requiring
grantees to keep their federal money sepatate provides no assurance,
that federal funds will add to the state and local funds that would
have been provided in their absence. Except in the few instances where
federal funding is dominant the distributions of federal and nonfederal
funds are likely to be interdependent regardless of whether formal =

- geparation of the funds'is required.46 Keeping federal and nonfederal

funds separate on paper cannot change. this, but can entail a needless
loss of coordination. A more productive approach would be to develop
a coordinated method of distributing the combined federal and non-

federal funds in a manner consistent with the federal goals.

As explained earlier, coordinating the distribution of federal
and nonfederal funds is the only effective way to assert some federal
control over the interstate distribution of resources where-the federal -
share of program financing is small. In the absence of coordination, : i

state preferences will prevail, regardless of what rules apply to the
small federal contribution - Particularly in the areas of vocational educa-

tion and education for the handicapped the only way to assert a
meaningful federal role is to establish procedures for the coordinated,
combined distribution of federal and nonfederal funds. S

What might a coordinated fund distribution system look like? Pre-

sumably, coordination means that federal and nonfederal funds would be

-
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given out either together - (according to a single.formula) or in
sych a way that the joint distribution reflects a single set of allo~-

acative criteria. There appear to be several methods of achieving this

end, some of which give the inmitiative to the federal government,
others to the states. '

One approach is to let each state use its own distribution

the method satisfies certain minimum federal standards of equity.
approach is attractive for programs like Handicapped and Vocational
Educatioh,’ where separate allocation of the federal funds makes no’
gense because of the small federal financial share and where moreﬁfﬁ‘.
extensive federal control is neither desirable nor attainable.

‘A second, somewhat stronger approach is to establish ‘federal
standards of equity that apply to all amailable‘funds for a program,
whether from federal or nonfederal sources, and to require-states to
meet those standards as a condition of eligibility for federal aid.v
For example, a.federal standard might provide,that all vocational educa-

‘tion funds must be equalized to a specified degree for variatioms in-

local fiscal. capacity. The obvious problem with this alternative is
that it entails.a major and probably politically unacceptable;enlarger
ment of the sphere of federal control.

A third approach is to induce states to distribute their own funds
according to a fedetal formula (e.g., state compensatory education
funds according to the ECIA Chapter 1 formula) by offering £iscal or
nonfiscal incentives. The existing incentive grant provision of ECIA
Chapter 1 proyides a framework for a fiscal incentive-~-i.e., one inv«

which states are rewarded for federally preferred behavior with addi-
48

‘tional federal aid. A nonfiscal incentive might‘consist'of relaxation

of'certain programmatic or procedural requirements for states that
agree to use the federal allocation formula..

Finally, a fourth method is to let states develop their own pro-
posed formulas (within specified federal guidelines) for distribution
of the combined resources--federdl and nonfederal--available for a
given program. These proposals would be negotiated approved, and ¢hen
embodied in formal agreements between the federal government and the

/
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states. Obviously, changes in legislation and regulations would be
needed to allow this form of differential treatment of different

states. -,

All these ‘roposals are_ofﬁered tentatiyely, and all would have'to be
developed extensively to merit consideration. The list.offoptions suffices,

howeyer; to mgke the pofnt\that there-are a number of ‘plausible alternatives

mixed distribution models,_in which the federal government establishes
general llocative principles or priorities for the distribution ofiaid
gto distficts but delegates the responsibility for detailed formula
design/to .the states. The theoretical advantage of the mixed model is
that
dime
account, while—retaining some_federal leverage to promote federal -
digtributional goals. The enactment of ECIA Chapter 2, which specifies

/

a nixed mdgel for distributing‘block-grant funds,‘makes it especially

t capitalizes on the greater capacity of states to take multiple. .
ions of the educational and fiscal needs of their districts into

relevant to explore the mixed approach. Unfortunately, the two previous
experiences with partial delegation of authority--in ESEA Tirle IVB and
Vocational Education-—are not encouraging. Under neither program have
the potential benefits of the mixed strategy been realized. It is '
important to learn from these two experiences, so that more satisfactory
methods ‘of delegating authority can be developed in the future.

Both the ESEA Title IVB and Vocational Education funding mechanisms
are the subjects of recent evaluations.49 The resulting evaluation
reports pronide the basis for the following comments.

ESEA-Title IVB required each state to'developvits own diStrict-
level distribution formula but imposed an awkward and--as it turned '
out--ineffective set of constraints on the type of formula that could
be used. Each state formula was to distribute funds according to
district.enrollment but also to channel extra funds to districts with
(a) high educational'tax effort and low per-pupil’outlay, and (b) large

numbers of costly-to-serve children (a fuller description appears in -
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Chapter II). ' At least as/much money per pupil was to be'distributed
,according to the two special-need factors ‘as according to enrollment.
These- specifications forced. states to establish discontinuous funding
formulas, under which each LEA either did or did not qualify. for extra
funds based on the special-need factors. States were required, in_
o effect, to divide their Title IVB grants into separate portions, one
to be distributed émong all districts according to enrollment, the
.. others to be distributed only among districts with above-threshold
= levels o£vthe two special-need factors. Smoother methods‘of‘adjusting
'for special needs were precluded. These requirements did not produce
the intended results: districts with low fiscal capacity and high
concentrations of costly-to-serve children did not receiye significant
tra funds, as Congress clearly intended; instead, allocations turned
yut to be almost as highly correlated with enrollment as if they had ’
een distributed as flat per-puﬁil grants.50 The evaluators attributed
his unexpected result to the states tactic of incorporating multiple
special-need factors into their formulas in such a way that the
different factors essentially cancel out, producing a distribution
little different from a proportiomal allocation according;to enrollment.
Similarly the recent assessmeﬁzvof state-designed formulas for

allocating federal Vocational Education aid found serious problems -

with both the federal requirements and the state responses. As explained
, the main requirements in Vocational Education are that
states must give priority" to districts located in economically
depressed % high-unemployment areas and districts that propose "new"
types of chational programs, and must distribute funds-on the basis

of multigle need factors, specifically including the relative financial
ability ¢f each LEA and the concentration of low-income families. The
analystd found that the federally prescribed "priorities” and "factors"
are ill-defined and in conflict with one another; tHat the states have
not bden given clear interpretations or guidelines by the Department of
Educdtion; andf’hat the state-designed formulas have many arbitrary,

inequitable provisions.SI’ The extent of the problem -

irr‘tional, and
was dramatized by the Department's failure as of 1980 (five years after
enactment of the legislative requirements), either to issue specific

criteria or to appfove any state formula developed,under the rules.

. ~ \ .Q _ ) ' e . : 0",
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Voéational Educa-

The main problems with the ESEA Title IVB an
tion rules are 1ack of specificity, lack of an oufcode orientation,
Stages are told

nsequent vulnerability to state manipulati n.
certain fact, rs,‘but are not

¢
. ¢

and cf

to "take into‘account" or "adjust for"

told which specific variables or how many variable to iﬂclude in
.factor, Nor:are _

their formulas nor how much weight to give eac
there guidelines concerning the degired: distr u iona results.

that some states have ,
detors that cancel

Lacking specific guidance, it is got surprisi
to the fe
that"these dele-

chosen to give only minimal wel
(in Vocational Education) or to clude mul
each other out (in ESEA Title IVB). It se:
gations of au;?ority -must be mnde more spe

federal inten
There a#e several ways to frame mor conc
re detail what the

tail (a) naming the . =
the formula--e.g., a Ct L.
upil need, a fiscal ' S
in what form) variables

\

requirements.
state formulas' should look ldike.

specific types of variables to-be incl ed
poverty or low-income variable, an'fhdex o
capacity variable, (b) specifying how (i.e.
should be incorporated into the formula--e g., as a weighted sum or as
multiplicative adjustment factors; dnd (c specifying either the weights

(or minimum weights) to be assigned to pdrticular Variables or the
shares of funds to be allocated Accord g to each variabte--e.g., that a

low-income pupil should count aé least/ .5 times as much as a regular
pupil or that ome-third of the'funds should ‘be distributed according to

\
the number of low-income pupils ‘in each district. There is little
doubt that a series of such/specifications could lead,states to develop
After a certain point however,
. In the T _

formulas with the intended ‘effects.
adding detail defeats the purpose of delegating authority.

extreme case, states would be allowed to do little more. than choose

the specific indicators to be used in a federally written formula,
just as they are now allowed only to select the ‘particular’ measute of

poverty to be used in distributing ECIA Chapter 1 funds among LEAS.
An alternative approach (which may seem more or less reStrictive,’
depending on one‘s perspective) is to specify the distributional out- o

comes to be produced by the formula rather than the design of the

4
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: ’/] formulalitself For instance, states might be directed;to produce a
.certain range of variation in per-pupi1 grant ‘amounts between high= .

't

'income and low-income districts or between districts with high and /

low. concentrations of special-need pupils: alternatively, they might

be asked to satisfy a more sophisticated criterion, such as

equalizing the local tax effort required to produce a given level of -
. support for each target-group pupil. Such specifications would" force

states to favor certain classes of districts to’ at least a spEcifiea
degree but would not dictate the details of the formula

‘itself It could prove difficult, however, to write’ outcome standards
"-that are applicable to and attainable by all 50 states.’ Any given

set of standards may be too restrictive for some states  and too- loose ,

for others. ~Also, if standards are, written’ tightly enough to. avbid
manipulation, ‘they may c;nstrain the choice of means so. tightly as tb
be tantamount to specification of the actual formula. _Nevertheless,
the possibility of an outcome-based approach seems'worth.exploring, N
at least to the point of developing hypothetical standards for par=-
ticular federal programs L .

A ‘third approach, which also involves a type of performance
standard, is to l*nk the federal requirements to the state's own, school
finance system. For instance, federal rules might specify that .
allotments of federal funds to lEAs should be at least’ as negatively

related to local financial capacity as are allotments ofvthe state's

own general aid funds. This would allow: states to use the same types.

of mechanisms to distribute federal funds as they use to distribute
state funds (thereby, incidentally, encouraging. ‘coordination df ‘
fedaral and state aid) Unfortunately, not all state aid . ‘allocation .
systems are likely to ‘qualify as suitable standards. ‘Some state aid
systems. do fittle to help either districts with low fiscal capacity

' or distriects with concentrations of costly-to-educate children. 1In

consequence, it would probably be necessary to limit this approach to
states with "qualifying sSystems, which means that.different require-

ments would have to be: imposed on the remaining states. While no single'“

approach is® ideal, any of the foregoing approaches, or a combination of..

approaches, would certainly be preferable.to the present flawed
approaches in Vocational Education and ESEA Title IVB

S




CONCLUSIONS

The existing intergovernmental arrangements for distributing’federal
aid to LEAs can be faulted on the following grounds: (1) federal pre-
scriptions of how aid should be distributed within states are point].essb“'/1
under some programs because of the_ small federal share in financing;
(2) some federal distribution formulas are erude and insensitive compared
tfo state-designed formulas--snd unaVoidably so, 'given the need to, design
formulas applicable to all states and the paucity of comparable data for
different stateg; (3) the distrib ion mechanisms of federal -aid programs
are generally not coordinated wit;?the distribution mechanisms of related
astate programs; and (4) attempts>to delegate to the states responsibility
for the detailed allocation of federal aid have not worked because of thei

vagueness and manipulability the federal guidelines.
This diagnosis of problems s gests two main strategies of reform

(apart from the obvious one of delet ess presgriptions of how

federal aid should be allocated): one, to deveiop'coordinated systems
for combined allocstion of the federal and nogfederal funds aimed at
particular educaticnal problems and target g¥oups; the other, to imples -
ment new arrangements‘for delegating allocative authority to the states
without sacrificing federal interests. ) There appear to be several

plausible ways to carry out each strategy.
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- IV. EQUITY IN THE DISTRIBUTION OF FEDERAL AID | e - s

Equity has been a paramount concern in the educational policy
debates of recent decades, including, in particular, the debates over
how federal education grants should be. distributed to states‘and
localities. There are two broad approaches to analyzing the equity of
a grant distribution method. In one, the analyst applies various
equity criteria to data on the distribution of aid dollars among .
grantees, seeking to determine whether fund allocations are equitable.

In the other, the allocation mechanism itself is examined to see whether
it takes into account appropriate factors and embodies equi:able
principles of distribution. This assessment, being of the latter

school, is organized around questions concerning -attributes of the

fund distribution mechanisms rather than questions concerning allo- .
cative outcomes. Specifically, the discussion deals in sequence with
these jipects of distributional eqjity

1. The relationship of funding to educational needs;

2. The relationship of funding to the fiscal capacity of
states and LEAs ("equalization');

3. The treatment of variations in state and local con-
ditions; and ) .

4,  The role of discretionary processes in the distribution

- -

system.

FUNDING AND EDUCAT IONAL NEEDS - .
State and local entitlements under all the major elementary-

secondary formula grant programs are based mainly on the numbers of

certain children, pupils, or other persons in each jurisdiction, as

explained in Chapter II. These person counts roughly represent the

number°of potential program beneficiaries in eac¢h jurisdiction, and

as such are considered indicators ofv"needs" for educational seryices. B -
The questions immediately arise: Are these person counts satisfactory .
as indicators of need’ Where counting persons &s appropriate, which

persons should be counted? What practical alternatives are there to

o=

relying on person counts to represent ‘educational needs?
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Person Counts as Indicators of Educational Need

' members may be an excellent need indicat

The term "educational need” is not well defined and is used very
loosely in educ?tional policy dfgcussions, consequently, more must be

_said about needgbefore deciding whether it can be well represented by

counting personé. PrFSumably, ;he’need for educational se;vices SR O
should be derived ultimately from.:h'.js: which 1is ‘td be 1earne;_mw; “w
need for instruction in reading, fo:‘exampie, might be tied to a

certain gain in reading achievement per pupil. More to the point, the
need for services to a target group with special problems, such as the
disadvontaged or handicappad, might be tied-to the ﬁagnitude of the
educatﬁonal defiéit to be overcome. This implies that there are two
dimenqions of need to consider: the number of persons with an educa-
tionai‘problem to overcome and the severity of the problem, on average,
among mémbers of that group. For ‘instance, 1,000 children whose average

score ié two years below grade level in feading, would represent

more educational need than 1,000 children whose average score is only

one yeéar below norm. It follows THAt a count of pupils who score
below gréde level in reading, or by amalogy, a count of handicapped -
.children or children with family incomes below the poverty line, can
be no more than a one-dimensional proxy for a two-dimensional concept.
These proxies are the principal alloéation factors in all the federal
grant formulas.

A person count may be a good proxy for some educational needs.‘

and a bad proxy for others. Where the group of intended beneficiaries

of é service is both clearly bounded and hémogeneous, the count’of its

».but where the bounds are

fuzzy or where there are great variations in the severity of problems
among members of the group, relying on a person count may be unsatis-
factory. It was shown in Table 3 (Chapter II) th;t‘the persons
counted to distribute federal ;id range from very narrowly defined
térget'groups; such as inmates of state institutions for neglected
and delinquent children, to a very broad group, the number of school-
age children in each state. In nos: instances, at least a rough
relationship is discernible between the purpose of the program and
the person count on which its fund allocations are based, but the

relationship is often imprecise. ’In soﬁé instances, the chosen

P
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‘category seems ¢learly too broad;—e.g., children 5-17--to represent.the need
for any particular educational service, and the question is whether a
more appropriate indicator c e identified. In still other cases,

% children with highly diverseaneeds have been lumped into a éingle
category, and the issue is whether a more dishggregated or differ-
entiated approach might be preferable. To be ‘more specific,'oné must
conéider the formulas of particglar education grant programs.

Under ECIA Chapter 1 (ESEA Title I), funds are allocated accord-

ing to the number of children from low-incqme.faﬁilies-in each
juris&iction-—a variable thdt is.cengiinly logically relatéd to the
program's goal of serving disadvantaged children. The law provides,
Ihowever; that federal aid is to be used to serve .educationally deprived
children, poor or not, in schools with high concentrations of children
from low-income families.sg; This raises the issue of whether low s
income, by itself, is an adequate proxy“for the disadvantagedness at
which the program is aimed. It has been shown that low incoﬁe and’
educational deprivation (i.e., low educational performance) are far
from perfectly correlated: many low-ificome childreﬁ are not low per- '
formers, and many low performers are not from low-fincome families.
Thus, it seems that the targé;ing of Chapter 1 fu ds could be li:red more

formance into account along with the present low-
are many reasons, both technical and political,
‘ e driteria into the
funding formula, but that does not alter the conc uston that such a

resisted proposals to bring educational performan

step would yield a more precisely targeted, and hdnce more equitable,
distribution of federal‘funds.53 o i, . -

. Setting aside the issue of whether low‘incoméaié the appropriate
indicator of need for compemnsatory éducatioh, one may still fault the
present person count variable for ignoring the severity dimension (as
opéoséd to the incidence dimension) of the léw-income problem. Under
the present formyla, a child "earns" the same amount of Chapter 1 -

- money whether hié or her family's income‘is just at the_officiél
{

ﬁoverty line 5:?&Lly at, say, half the poverty level. Yet children

from thevpooresé families are l;kely, on average, to pose more severe

§ .
;
:
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; educational problems than children who live at the margin of poverty.
One might therefore improve the targeting of federal aid by dis-.
tinguishing among degrees of poverty and assigning differenmtial
weights in the funding formu}a to children:from different low-income
strata. (Similarly, if Chaptér 1 funds were distributed according teo
educational pe;formance, one might assign differential weights to
children one, two, or three years behind grade level.) -

There are many federal education programs in which the. relation;
ship between the program's goal and the person-count variable in the
funding formula is-comsiderably looser than under ECIA
Chapter 1. Federal aid under ESEA Title Ii, for exampie, was intended
to impr&be instruction in basic skills, yet the funds were distributed
according to school—ége:popﬁlation rather thanraééording to the number.
of childyren with basideskills deficiencies. Aid under the Emergency
School Aid program (ESEA Title VI) was ‘Intended to facilitate desegre-
gation but was.appoftiohed among states according to numbers of
minority-group chldren, not according to numbers of minority-group
children in segregated schools or in desegregating districts. Funds
fBr-Adult Education‘suppofﬁ a wide variéty of adﬁlt education programs,
but money is allqgcated according to the number of adults in each state
"without a high school diploma or its equivalent; as if basic literacy :

training were the sole purpose of adult education. In eéch ingtance,
there were reasons fof choosing an allocation factor that does not
quite correspond to the purpose of the program; nevertheless, the
disjunction between educational need and program dollars ‘detracts from
distributional equity. ‘ '

Among the major grant programs, the relationship between program

'objectives and the person count in the formula seems weakest in
ocational Education. Funds for state vocational education programs
are allocated acco;ding to each state s population in the age ranges
15-19, 20-24, and 25-65, without regard to any indicator of the need
for vocational education, the demand for vocational education, or the
number of persons in vocational education programs. This can easily -
lead to wide disparities among states in aid per pupil served by

vocational programs and in aid relative to vocational education

-
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outlays. For instance, a state that hdas a high percentage of college-
bound students or a relatively low-cost mix of vocational education pro-
grams, or that simply chooses toxoffer vocational education to a rela—-
tively small fraction of its citi;ens, would receive more aid under the
present system than could be Justified hy calculations of reIatiue .
"needs" for vocational education resources. While developing a satis-
factory measure of the need fgr vocational, education services would
admittedly be difficult, seyeral possible approaches do exist. These
include basing funding on the number- of persons actually served by the -
program (as in the federal program of aid to the handicapped) or linking
aid to indicators of the demand for vocational education. Both options'
are explored below. In any event, it seems clear that the present
person count is too broad to be considered even a rough proxy for a .
state's relative need -for vocational education funds.

_ In the case of Aid to the Handicapped, the problem is not that the

(\category of persons is inappropriate but that it‘is’too aggregative: it
fails to reflect the heterogeneity of the clientele for special educa- '
tion. According to the law, grants for the handicapped are distributed
according to the number of handicapped children actually served by each
statevand LEA. . The difficulty is that the term "handicapped" covers
everything from.children with mild speech defects, who need relatipely
low-cost, limited-duration special instruction, to P ofoundly retarded

intensive treat-

“~time institutional

care. The range of funding needs subsumed under the "handicapped" label

or physically handicapped children, who need/Ilox

ment, special environments, and in some cases £

is suggested'by two pieces of information: ome, weights under state-
developed weighted-pupil formulas for funding special education run
from 1.2 times the ‘cost of the regular program for the milder handi-
capping conﬁitions to 5, 10, or 20 times the cost of the regular pro-
gram for seviere handiC:aps;54 and two; the "excess costs" of special
\ | education vary by more than a factor of 10 amonggthe d;gferent handi-
capping conditions, according to a major recent study. Yet all handi-
ihcaps cdunt equally under the present formula. It is easy to see-how
this failure to diffetentiate can produce inequities: states or dis-
tricts with relatively high-cost mixes of handicapped children will tend
~ " to receive less-federal aid relative to ‘their special-education needs

and outlays than will jurisdictioms with lower-cost mixes. ‘This

© ’ \
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problem could be addressed by developing a funding mechanism that

takes into account the severity of handicapping condition, perhaps
in the form of a weighced-pupil formula of the type already adopted
by several st:at:es.5 ' \
The" Handicapped program is unique among major federal aid pro-
grams in that. it distributes funds according co the number of children
actually, receiving sPecial education services. In contrast, most
other federal grants are allocated according to counca of children
with some specified problem or condition, not counts of children
served. Basing aid on the number actually served has ‘one major
advantage’ from the SCandpoinc of equicy. ‘it guarantees Chac
funds will be apportioned according to a variable closely relaCed to
the goal of the program. But counting persons served also poses two
new equity problems: first, different states and'LEAs might adopc
different policies concerning access to service, Cheneby making Che
counts of persomns served noncomparable across jurisdiccions, second ) ’ ‘,“f
some jurisdiccions might spread their services thinly over large - )
numbers of children to earn additional federal aid. 1In Che parCicular | -
case pf Aid Co the Handicapped, these threats to- equity are reduced

by provisions of P.L. 94-~142 that require states and LEAs to serve

all their handicapped children and to serve them appropriacely In
other proghkams, allocacing aid according to persons served might be

ematical-—a point discussed-ynder’ "alternative

1
approaches, b {
Finally, consider the new education block grant, ECIA ChapCer 2.
e its funds according to

far more pro

Wf there is any program that should ‘allo
the number of school-age children ilp-each scaCe, this

surely is the one. Even here;, howejver, it can be argued /
that so broad an indicator does not correspond to the goal of the

program. Alchough ECIA Chapcer 2 is a multi-purpose block grant, its

purposes are not all-encompassing. In theory, Chapter 2 funds are to

be used to accomplish the gdals of some or all of the superseded

categorical programs (the parcicnlar mix to be decermined by the

LEAs). Some of those programs‘were aimed at particular target groups '
rather than at student bodies in general--e.g., children with

deficient "basic skills (ESEA Title II) and'pupils'of desegregating




| ' 52 |
. districts (ESEA Title VI). If these remain the targets of the block grant,
M1 would it not be consistent to consider the concentrations‘of‘such children_
‘ in distributing Chapter 2 funds? In particular, would the interstate
, distribution formula not be more equitable if it were based in part on
the same counts of "costly to educate" pupils as states are directed to , -

take into account in distributing their block grant funds among LEAs757

Reliance on so broad a need indicator as the number of children aged 5

|

to 17 seems reasonable mainly where f%deral funds are provided for
general financial support of the grantees or for activities that apply
more or less uniformly to all children in an LEA " but not where there are
more specific educational purposes to be served. ' )

]

l

Alternative Approagkes

If the presen iperson counts fall short as measures of education&l

needs, what alterna ive approaches are available? Many of the likely
ready been suggested They include (L replacirf9 A

the present pupil categories with categories that correspand more

alternatives have'

;precisely to program objectives, or with multiple person counts to
reflect the heterogeneity of needs, (2) taking into account the

severity as well as the incidence of educational problems, (3) allo—
cating funds according to the number of pupils actually served by a
program,“and (4) considering indicators other than person counts of
needs or denands for services. These possibilities and their potential
areas of application are spelled out in more detail below. ‘

More Precise and/or Multiple Person Counts. Several fund allo-

cation formulas could be made more equitable either by switching

from the present person count to another, more appropriate one or by
disaggregating the formula, so that aid depends on the numbers of
children in multiple subcategories withi§ the overall target group. o
Some previously mentioned examples of programs where such changes

would have made the targeting of feaeral aid more precise

include ESEA Title II, where counting children with basic skills
deficiencies would have been more in keeping with the program's goal
than counting school-age children, and ESEA Title VI for which
counting racially’'isolated children might have been preferable to

counting all minority pupils. Tbese cases are moot, however, since '
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the programs in question havézbeen superseded by ECIA Chapter 2. A
more relevant possibilitY’is that the equity of ECIA Chapter 1 might
be improved by allocating aid according to the number of educationally
deprived pupils in low-income schools rather than the number of pupils
from low-income families; however, the lack of comparahle data on
educational deprivation for different states and LEAs makes this more
a theoretically appealing idea than a practicable policy option.'
Anot‘kr possibility is that the targeting of Vocational Ed tion
grants could be improved by switching from the present population
counts to a more germane indicator of the potential clientele for
yocational training, such as the number of-non-college bound students
in, each state. This is not as compelling an alternative, however, as
some of the more complex methods suggested below for distribu"an
vocational education aid. .

The option of a disaggregated formula, using multiple person
counts, is applicable in areas where there is substantial variation
within the target group in the nature or severity of educational
problems. Two such areas, as mentioned ‘eariier, ‘are education of the

handicapped and compensatory education. .The equity of the funding

mechanism for the handicapped could be improved by counting children

with different categoriés of handicaps, distinguishing among more and
less severe 8r more-costly-to-treat and less-costly-to;treat handir
capping conditions, and allocating differential amounts jof aid
accordingly. Existing state systems for dispensing spécial education
~funds provide several prototypes for such a formula. The tar eting
of compensatory education aid could be improved by counting children

in different low-income strata and allocating more aid to the more dis-
advantaged similarly, if educational performance were the criterion, one

could count children in’ different low-performance strata. (one year
behind grade level, two vears behind, etc.) and allot more aid to
thgse with the more severe educational deficits. The mathematics of
these multifactor~formulas is simple: aid can be distributed in pro-
portion to a weighted sum of pupil or person counts, where the weight
applied to each subgroup reflects either empirical findings or
judgments about relative educational needs.’aklfujh "weighted~pupil"

5 7 . Ce
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' formulas are #m common. use in state school finance systems, also, the
present Vocational Education formula, which contains a weighted sum o

of three population counts, provides  a federal precedent.
Formulas that Reflect the Severity as Well as the Incidence of

Problems. An alternmative to the multifactor, weighted-pupil formula » . b
7 is a formula that includes a measure of the average severity of the , j
educational problem in each state or LEA, along with the present : ' o l

personzcount*Meas e of incidence. For instance, a formula for dis-

tributing compens% ory education funds might depend on the number of .

'avlow-income pupfls each jurisdiction, as at present, and on the
\\\ . average level of p?verty of Such pupils, as measured, say, by the fh;/
_ average percentage ‘by which low-income families fall short of the - R
RN poverty line. Thus, if two LEAs have the same number of children from
. ‘) low-income families, but in one the average income of such families
is 20 percent beloW~the poverty level, while in the other it is
40 percent below, the latter LEA would'rEEEI?e more aid. There are
several ways to construct allocation formulas that take into account
both the incidence and the severity of needs.. The simplest design is
the adjusted proportional allocation formula, now used to adjust for
per pupil expenditure in ECIA Chapter 1 and for per capita income in
Vocational Education. There are also more mathematically complex
forms, which permit more flexible calibration of aid differentials
- o among the grant recipients.59 ' '
- ' ' Allocation Accordigggto the Nimber of Pupils Served. Federal

B : funds are now allocated. according to the number of pupils served only

| : under the Handicapped program, but the same approach is potentially
applicable to such other programs as compensatory, vocational, and
bilingual education. It is an attractive option because of (1) its
simplicity, compared to attempting to measure fine gradations'in the
severity of educational problems and (2) the apparent gain in equity
from equaliz ‘resources. per pupil served. When other equity impli-

cations are congidered, however, along with the incentive effects of

= linking aid to ‘the number of pupils served, serious questions arise -

about the applicability of that approach in the absence of the special
§29F7 circumstances created by P.L. 94-142.
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One concern aboqt linking aid to pupils served is thab'such a
policy would tend to shift resources from places with the greatest
educational problems (large concentrations of poor, low-performing:
or limited-English-proficient pupils) to places with the greatest
wiilingness and capacity‘tb conduct péograms for federallj designated

- target pupils. Thus, one concept of equity--equal resources per
pupil served--would be advanced at the expeﬁse of another-—equal
treétment of jurisdictions with equal’educational needs. Mdreover,
unless strong equalizing features were built into the formula (as
discussed in the following sectiom), the net effect might be to shift

resoufces from relatively poor to relatively well-off plédes;» Such dis=-

o~

~ tributional éffects are not an overwhélming concern under P.L. 94-142
because all states and LEAs--rich or poor-—are required to serve |
handicapped children "appropriately," but similar service mandates do
not exist in most other prograﬁ areas., In compensatory education
and vocational'education, in parﬁicular, decisions about how many
pupils to serve and how intensively to serve théh are left to étate
and: local authorities. There could consequently be large inter- '
jurisdictional disparities in the percentage of eligible chile.iren'vv
actually served and cdrreSpoqding inequities in the distribution of

* . federal aid. ' a

| A formula that distributes funds according to the number of
children aétually served creates incentives that do not exist when
allocations depend on the number of children with some specified
problem or condition.> One incentive to states and LEAs is.to,serﬁe a
la:ge proportion of the eligible target group so as to earm moze
federal aid. Another is to spread services thinly among the partici-
pants to hold down the nonfederal share of costs. ~A third is to
maximize the number of leés-Costly-to-serve participants id the pro-

' gram while atEempting to hold down theJnumber'of morewcostiy—to—Serve
participants -(assummquzhat_each participant géner_ates the same
fedéral aid, as under P.L. 94-142). The strength of these incentives
depends on the magnitude of federal aid per pupil relative to the .

- total ecost of services. In the case of speciai education for the‘
haddicapped,'federal aid is small compared with the cost of serving

-
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/ - or no incentive to broaden participation. Moreover, the "appropriate
/ : services" requirement and the procedural safeguards of P.L. 94-142

/ T - limit the degree to which LEAs can dilute services to hold down’costs.sl.

| . _ _

! even a moderately handicapped student; consequently, LEAs have little
| .

But the same offsets to the formula incentives do not exist in other

programs. Under ESEA Title I and ECIA Chapter 1 the federal policy

has been to pay the full incremental cost of compensatory education.

If that policy were retained, while aid allocations were linked to the

tives for LEAs to enroll ‘more pupils in, compensatory programs and to
' spread the available resources more thinly. Congrfss has taken con~

}
|
|
o number of pupils served, there obviously would be verg powerful incen- - o :
tradictory stances on whether such spreading is desirable or whetherﬂ
|

limited funds should be concentrated on fewer b;?eficiaries. The - ?;m v
. philosophy of spreading prevails under P.L. 94-{42 while the doctrine

of concentration applies to compensatory educajtion.62 Given this - .

ambiguity, it is difficult to(evaluate the inéentives that would

be set up by linking aid to pupils served; %évertheless, it is clear . ‘[

that these incentives differ significantly  from those of - the present
target=group ‘formulas. | -

A practical obstacle to linking fed ralbaid to the number of
pupils served is that such a policy reqnires ‘the federal government to
define what qualifies as "service." é would be necessary to specify
a service threshold for each program the minimum level of funds, -
resources; or instructional time thét children must receive to be
counted. Formulatiné such definit/ions would be difficult, and any .
proposed formulation would"touch off controversies ghout not only

~ the definition itself but also the federal "intrusion" into the
states' role. The prospect of having to define minimal compensatory,
i : ‘bi12ngual, or vocational education services is probably sufficient to
. i - deter Congress from basi g its formulas on numbers of persons served.
i- ' Under P.L. 94-142, the definitional problem has been’ circumvented
by leaving it to@stat s to ‘define appropriate“ services for their .

handicapped childre ; hn{{’wever the same method 1is probably not
applicable to other programs. The problem with letting each state - ]

write its own-deiinition is that it is in each state's interest to
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« jpflate its child count to maximize its federal aid. In the case of

P.L. 94-142, strong process requirements make it difficult for states
to count children who receive very little service, .and the low level
of federal aid makes counting extra children unprofitable; but: in
programs where these restraints are.not present, delegating similar
authority to states could inyite a variety of abuses. ‘Fedezal
1 if

funds for other major‘target-group programs were distributed accord-.

definitions, apd service standards;would‘probably be essenti

ing to numbers of children served. . o I
Need and Demand Indicators Other than Person Counts. Relying

mainly on person counts to represent needs for services unduly limits
the sensitivity of allocation formulas to State'and local conditions
that impinge upon the‘educational task. Taking’into account'grada-
tions in needs, either by disaggregating the person counts or by con=
sidering the severity of needs, helps the situation but still does mot
address the point that other community(attributes-influence needs'or
demands for services. Fund alldcations might be.better matched to .pro-

gram goals if these other.Variables were incorporated into the formylas, .

. either in addition to or in place of the present person counts. To see

some of the possibilities, consider how the measurement of need might
be refined under two major programs, ECIA Chapter 1 and Vocational
Education. . .

The distribution of ECIA Chapter 1 funds now is governed by the

. number of loWv-income children in a state or LEA. As explained above,

the Chapter 1 formula could be made more sensitive,'mithout abandoning
the premise that low income- is the appropriate allocation criterion, ’
by distinguishing among different degrees of poverty. A further refine-

ment would be to take into account the concentration of poverty in each

. LEA--i.e., the percentage of the LEA's student body from low-—income

families.63 Many additional possibilities open up when one drops the

assumption that low income is the sole relevant criterion. Among the

additional factors that might be considered are (1) indicators of

 family disadvantagedness,'such as the incidence of one-parent house- '

holds, welfare dependency, and low levels of parental education,
(2) indicators of community socioceconomic conditions, such as per

capita income, unemployment rates, and housing conditions, and
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(3) direct indicators of educational needs,.including not_only,the
previouslyﬁmentioned performance indicators but also'such‘other'indices
as absenteeism and drop-out rates. It is feasible to develop
formulas, as is shown below, in which a combination of several of
these variables influences the size of an LQA's compensatory education
grant. ‘ : . '
Under the Vocatiomal Education Act, funds are allocated. among

: §tates mainly according to population counts, which are related in

N -only the most geperal way to the séates needs for rocational educa- }

' tion services. The principal factors missing from the formula are
indicators of the demand for vocationally trained indivi uals in each .. AR
state's economy. g the many such factors that might b considered B .

- are (1) the composziizn of the state‘s,eConomy,.as méasured b§ the ' '
percentages of employment in manufacturing, commerce, services; . :

| government, and'other sectors,. (2) the socioeconomic:make-up'of the . '
state (per capita income, level of educational attainment, and per-
centages of the work'force in various occupational categories),

-(3) economic conditions in the state, such as ‘rates of economic growth
or decline, the‘unemploymeat rate, ‘and the-fate of job creation, -and

. (4) such demographic characteristics as the rate of change in popula- -
tion and the percentages of the population in urban, suburban, and
rural areas. The “relative weights to be assigned to such variables could
conceivably be determined by a statistical analysis of the degree to
which each variable "expl " interstate variations in the demand for

. " vocational education services. ’ '

’ _ Multifactor Formulas. One theme of the foregoing. discussion is that

greater“equity often requires fornulas that reflect multiple.indicators
.of need: Such multifactor formulas are common in the federal grant"
system (the examples of General'Revenue Sharing and Community Development.
+ Block Grants have already been cited) but not in education. ‘There are

several methods by which multifactor formulas can be co tructed; The .
"simplest approa 1 is to rely on a weighted-sum formula f the type already
described in tﬁzgdiscussion of multiple person counts..'Another simple

_ . formula is the multiplicative type, in which aid is distributed in pro-

‘ portion to the product of several factors. The present ECIA Chapter 1

and Vocational Education formulas, with their "adjustment factors, are

1
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simple -examples of this family. There is also ; more flexible and"
broadlx applicable formﬁla that combinés-the mulcipiicacive,and
“  wRighted—-sum apéroaches:. it consists of a compound need indicator, ‘6
such as a weighted sum of person counts, multiplied by an adjuscmenc = : -~
factor, which may icself be an amalgam of several variables.6k There
are, of course, many other mathematical possibilities, but the ones
suggested here . are'probably the simplest and most: comprehensible
fdrmulas that can handle multiple dimensions of need. These formulas &;S)
can also accammodace fiscal equalizatiocn factors and other adjustmencs(

for state and local eircumstances, as discussed below. .
®

)

FUNDING,’ FISCAL CAPACITY, AND EQUALIZATION

"For more than‘a decade, fiscal ‘equalization and equity have been
the predominaiit themes in school fimance. Approximately half the
' states, some acting under court order and some on their own, have
taken steps to reduce disparities in per pupil spending and resources
among school discriccs and to reduce the _dependence of edugacional
spending on loc;l wealth. The federal governmenc has supported this
school finance reform movement in a variety'of small ways but has.
‘done llccle to, promote fiscal equalizacion .either within or among
the scaces through its own educacion grant programs 65 Most of the »
existing federal fund distribution mechanisms lack explicit equaliza—
- ( tion features and have, at best, accidental equalization effects.
i The issue,.fhen, is whether fiscal equalization should become a more
imﬁor;ant consideration in designing federal allocation mechanismé
and, if so, how this should be accomplished.

LN

Interstate Equalization : . .

Only the federal governmenc is in a posicion to promote inter-
state equaiizacion of educacional resourceg buc che federal formulas

for distributing funds to states contain :zmosc no equalization pro-

visions. The largésclfedetal grant progrf,; ECIA Chapter 1, is, if
anything, counterequalizing: it provides more money per low~income

" child to states with higher levels of per pupil spending. Although SN
this feature has been justified as a rough method of adjusting for T

. . differences in costs, its effect is td give extra federal aid to the




. is common for federal«grants to be distributed in inverse pro-
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relativeiy wealthy, high-spending states and thus to reinforce exinting i -
b
capped program, are neutral; they distribute funds in proportion tb

fiscal disparities. . Other federal granmt programs, such as -the Han

numbers of target-group children, without regard to the state's capacity,
to finance educational services. The one program with an explicic :
interstate equalization feature is Vocational Education, which con- }

tains in its formula an "allotment ratio," negatively related to per

capita income. The effect of this factor is to give less vocational

education aid per capita, other things being equal, to higher-income | ‘
than to lower-income states. This provision is substantially watered

down, however, by constraints that limit varigtion in the allotment -

-

ratio to a relatively narrow range.§

Federal grants under . ECIA Chapter 1 axe sometimes sald to have an equal-

izing effect because tﬁzaamount of federal afy - per pupil-is negatively corre~

lated with state per capita income; however, this relationship is misleading. .

It merely reflects the fact that per capita’income and the number of low-income '

pupils in a s:;te are themselves correlated. A more valid test of. equalization

is whether federal aid tend¢ to equalize empenditures relative to needs ‘among

the states--e. g., is-the amount of aid per low income child negatively correlated
th per capita income? By that criterion, neither ECIA Chapter 1 nor the other

fedz/ai’programs, with the’minor exception cited above, can bevsaid_to contribute

to fnterstate equalization.

The question of whether the federal govermment showuld promote
interstate equalization has no objective answer--it calls for value
judgmemts about the desirability ofvfiscal.equalization in general,
equalization of educational services in particular, and the legitimacy
of a federal redistributive role. A comparison with other areas of
federal involvement is instructive, however. "It seems ironic that in
the area where fiscal equalization has been most extensively discussed
and most wide1y~accepted at the state-level-felementary_and secondary
education-~the federal government does far less to promote equalization

than it does in many other program areas. Outside education it

portion to state per capita income. The list of such grants in-

cludes Air Pollution Prevention and Control, Child Welfare Services,
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Developmental Disabilities, Vocational Rehabilitation Services, ,
Alcohol and Drug Abuse, Maternal and Child Health Services, Medicaid‘
and Aid to Families with Dependent Ghildren.67 Moreover, a general
federal role in redistributing.resaoprces from better-off to less—weil-
off states was confirmeq”(implicitly) b; the enactmeh; and renewal |
of the General'Revenue Sharing program, which also distributes funds
in inverse proportion to. per capita income. Thus, the absence ef
equalization features in”the education programs is conspicuous and
difficult to account for in terms.of qstablished.practice elsewhere

in the intergovernmental grant system. .

.
o

Incrastate Equalization
A policy of equalizing resources among the LEAs within each state

has a firmer footing.in federal law and policy. Several federal educa-
tion grant programs contain explicit (though not necessarily effective)‘
intrastate equalization provisions (notably Vocational Education and’ ’
ESEA Titﬂe IV). There have algo been a number of federal activities in -
support ef such equalization, including technical assistance, research, '
s&ﬁportlfor state equalizatien planning, and inclusion of equalization
- incentiQes in the Impact Aid program, but many of these have been

terminated. More important, the major target-group programs, ECIA
‘Chapter 1 and Aid to the Handicapped, contain no intraséate equalization

'features. The former federal policy may be characﬁerized as one of mild

support, not backed up by significant resources; the present policy is

one of negleet. ' : s
' A reason for the federal government to involve itself in intrastate
equalization, apart from any interest in interdistrict equity per se, N
is that large resource disparities among discrices may clash,with the !
purposes of federal programs. In the'ease of compensatory education,
the federal govérmmert seeks to channel extra resources to educationally
deprived pupils; If some districts in a state have very low expenditure
levels, even the extra federal funds may not bring total spending for '
the educationally deprived children in those districts up to the levels
enjoved by "regular" children in the more prosperous districts. These
educationallv deprived children would consequently remain at a disad-

- vantage relative to repular children elsewhere in the state, Similarlv, |
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the federal purpose under P.L. 94-142 is to ensure that each handi-
capped child receives an appropriate education; but where large inter-
district expenditure disparities exist, the levels of support for the '
handicapped in the low-spending districts may fall short of prevailing
state standards of "appropriateness.” It is in the federal interest,
therefore, to promote sufficient intrastate equalization to engure that

each LEA's fiscal base provides an adequate foundation for targeted

federal programs.

Given the support for intrastate equaiization that has sometimes
been expressed in Congress, it is not inconceivable that equalization
provisions will one day be written into the major'education aid pro-
grams. Further con$olidation of categorical grants into education
block grénts would facilitate such a step. Realistically, ho&ever,

a shift toward equalization, with its attendant redistribution of
‘federal grant funds,‘is not,likel§ while aégregate federal aid(for

education is being reduced. A move toward equalization is therefore

not a :serious short-term prospect. 7
Whetheér or not equalization is desirable,ithe federal govegnment's

ability to achieve equalization, either within or among states* is

severely limited. The small federal share of funding for elementary

and secondary education places mathematical limits on the amount of

equalization that can be achieved by redeploying federal funds.

There are also political limitations on ‘the federal'government's ‘

ability to allocate its grants unequally to states and localities . %

for the purpose of redistrfgut ‘resources among them. Experience |

has shown that federal’ grant programs usually must distribute some funds

to everyone, equalization objec ives notwithstanding.68 An all- .

out equalization effort, under which wealthier areas receive no aid

at all, appears not to be feasible. 1In effect, only a fraction of.

federal aid’£unds can be used to promote equalization. Another

political consideratiom is that Congress is generally reluctant to

reduce aid entitlements significantly below pPeviously established

levels, except when there is an across-the-board reduction in funding.

This means that funds for equalization would have to come mainly from

increased appropriatioms, which are unlikely to materialize in

‘education for years to come. Finally, equalization could clash wiqp
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other program goals. Some of‘the major target groups of federal
education programs--disadvantaged children'end children with limited
proficiency in English-—-are concentrated in states and districts with
above-average.wealth. Taking money from wealthy places to pursue

equalization might consequently harm some of the prime beneficiaries

-of the present categorical programs. For all these reasons, the

federal government's ability to promote equalization by reallocating
its aid funds may be even more limited than is suggested by the
federal share of total educational spending.

=4
Equalization Formulas .
After a decade of school finance reform in the states,'the

mechanics of equalization are well understood. The essential
point is that the “amount of federal aid per child must be

‘ negatively related to income, wealth or some other measure of a

jurisdiction g fiscal capacity Similar formulas can be used to
promote both interstate and intrastate equalization, although data
limitations  would require the use of different measures of fiscal
capacity at the two levels. Perhaps the simplest equalization method

. i{s to distribute aid in inverse proportion to per capita income. This

. approach is inflexible and not workable where the range of variation

in fiseal capacity is large, but it has the advantage of familiarity,
having been used to distribute federal grants in a variety of non-

. educational prograns. A second method, analogous to the "foundation"

formula used in many state school finance sYstems, is to distribute

aid so that'leach state or LEA is guaranteed a certain minimum level‘

Esupport for its program, provided that it makes a. certain
minimum effdrt to support the program from its own resources.69' This
approach would only make sense, however, where\ka) the responsibility
for financing a program is shared between the federal government and
‘the states or LEAs, and (b) the federal share of program financing

is substantial. A third option is the "leveling up" formula, in . '
which enough aid is first given to the poorest state or LEA to enable
it to finance its program with the same effort as the second-poorest
jurisdiction, enough aid is then given to the two poorest Jurisdic-
tions to bring them up to the level of the third—poorest, and

LN
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so forth, until federal funds dre exhausted. This strongly redis-"
tributive formula provides no funds at all to the wealthier states

or LEAs, and thus would be unlikely to generate Congressional
enthusiasm. A fourth method, analogous to the '"guaranteed tax base"
and "power equalization" formulas used in some state school finance
systems, embodies the principle of "equal support for equal effort."
The allocation formula is of the "variable matthing" type,-under

which federal aid is linked to the level of state or local spending
for the program in question, but the rate at which the federal govern~
ment matches nonfederal outlays depends inversely on state or local
wealth.’® ‘This formula can be a potent’ equalization instrument, pro-
vided that the federal share of program financing is substantial, but .
it is appropriate only where the value judgment has been made that a A
state ‘ot LEA should be rewarded in proportion to its fiscal effort

to support the aided program.. In addition to all these specific
allocation formulas, there is also the option of allowing states with
satisfactory equalization formulas of their own (according to some
federally established standard) to use the same method for allocating

federal funds as they use to allocate their own equalized aid to LEAs.

,There are, in short, many available methods and no significant

methodological barriers to incorporating equaliza&ion features in the
federal fund distiibution formulas. - .

A final point on equalization is that it is important to dis- -
tinguish between equalization of expenditures for federally aided pro-
grams or target groups and equalization of education spending in gen~- .
eral. No significant degree of equalization of general education
support is currently attainable because'of‘the modest leverage afforded
by the present low: level of. federal funding. iny‘a limited degree of

equalization is likely to be obtainable in the program areas where

the federalqcontribution is modest (Handicapped and Vocational
Education). 1 In the one area where‘federal funding is substantial
b
both within and among states. Both interstate andjinterdistrict dig-
parities in educational services for the disadvantaged could be
reduced substantially by writing strong equalization provisions into

. the Chapter 1 fund allocation formula. Concomitantly, however, ic,

e
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would be oecessary to shift from the doctrine that Title I is a
federally funded "add-on" program to a concept of joint federal and
state~local responsibility for compensatory education for disad-
vantaged children. ' . \
VARIATIONS IN STATE AND LOCAL CIRCUMSTANCES .
‘ Two important considerations in assessing the equi:y of the
federal grant distribution mechanisms are (1) whether variations in
relevant gtate and local characteristics are taken into account : '
allocating aid, and (2) whether the allocation processes e§;lodeXZac-
tors whose inclusion would create inequicable results. Because the
present allocation mechanisms rake account of so few factors, there

is little to say about variables whose inclusion undermines-eouity.
The one important variable in rhat suspec:.ca:egory is the per pupil
expenditure variable in ECIA Chap:er 1, the coun:erequalizing effects
of which have already been noted. Consequently, the main’ issue is
whether relevant factors are missing. Would the" dis:ribution ogﬂf
.federal education dollars be more equitaple if additional state and
local attributes were taken into account in the fund allocation

4

formulas? Y

Variations in the Cost of Educational Services .

There is broad agreement that equity would be enhanced by adjusting

for geographical variations in the cost of providing educational .
services. To the extent that such variations exist, equal dollars do
not buy\equal educational services. Thus, federal programsvin:ended

to provide equal benefits to all members of a target group ac:ually
provide lower benefics to those who live in high-cost areas than to
those who live in low-cost areas. To equalize the benefits one would
have to adjust gran: amounts to offset the cost differeu:ials: In |
principle, this could be accomplished by incorpora:ing .appgopriate
cost adjustment factors, or cost indices, into the aid allocation
system. Unfortunately, suitable indices are not yet available for
use in federal grant dis:ribution formulas. Several ‘states have
a::emp:ed to ddvelop cost indices for their owvn use in dis:ribufing

state education aid among discricts, but unresolved technical issues

'
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and problems of political acceptability have deterred them from
'putting the indices'into‘operation.72 No interstate cost-of=-
education index has yet been developed, although constructing such
an ingex might be technically feasible. Whether Congress would write
a cost index into its aid formulas is another matter, but we are
unlikely to find out until someone constructs the index and incorpo=-:
rates it into a specific legislative proposal

Variations in the Cost of Living
Under ECIA Chapter 1 federal funds are distributed according to
a count of low-income children in each state and LEA, but the low=

income standard is a national one that takes no account of geo-
graphidal wariations in the cost of living. By‘not adjusting’ for
living costs, the formula discriminates in favor of low-cost places.
Children are not counted in Northern cities who have substantially
lower real incomes than do children who are counted in Southern rural
districts. Compensatory education funds would be distributed more__
equitablq if the low-income standard wer§3adjusted to represent the
same level of real income in each state. Making these adjustments
would require a state-level or regional-level cost of living index,
neither of which is now available, ‘however, the techniques for con-
structing such an index are routine, and there is no doubt that one
,could be producedhif it were wanted.\\Again, the question is whether
) Congress would be willing to include such an adjustment factor in its

-
formulas. . .

Urban and Rural Factors, Density, Sparsity, and Size

S

All these factors are cited frequently as things that should be

considered in distributing education funds. They appeat in various

combinations in state school finance formulas. None currently appears .,

in a federal fund distribution formula; however, some are gmong the

factors to be "taken into acéount” in state-desigred formulas under

- ESEA Title IVB, Vocational Education, and ECIA Chapter 2. The question -

a

‘is.whether equity is enhanced when ‘such variables‘are taken into

account. _ .

e ——
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Of the factors listed above, district size is the one most
frequently found in state aid formulas. Many states recognize that
small districts face resource indivisibilities and therefore have
relatively high costs per pupil. The two federal programs that
allocate funds directly to LEAs, ESEA Title I and Handicapped,
circumvent the small-size problem by establishing de minimus rules N
that make the smallest districts ineligible for funds. This seems
an adequate solution, provided that superordinate agencies (counties,
intermediate districts, or states) assume responsibilities for serving
children from the excluded districts. It would be'possible, of
course, for the federal government to'emulate the states by allowing; k_ l -
extra_aid to small_districts,.but this not only would complicate the
formulas but also would set up perverse incentives to carry on
uneconomically small programs. ’ | .

Many state aid formulas provide extra aid to sparsely populated

school districts (usually in rural areas) to offset the higher costs .

of operating school systems with widely dispersed pupils and schools.»
One might argue that federal aid allocation formulas should take sparsity
into account also, but it may not be feasible to develop a general
sparsity factor that applies to all states. A possible solution,

then, is to allow states to use their own sparsity factors, perhaps
subject to federal approval, to modify the allocations of federal aid-
among their districts. _ ‘

‘Deusity is the inverse of sparsity, but a demsity factor is
generally understood to mean one that provides extra aid to densely
populated central-city districts. It thus has an allocative effect
similar to that of an explicit urban factor. The two rationales for
including urban or density factors in aid formulas are that city dis;
tricts confront specialiproblems not encountered elsewhere (e.g., needs
for security services) and that costs are higher in urban areas.
Séveral states include either a density or an urban factor in their
general school finance formulas. A case can be made for including such -
.variables in federal formulas as well, provided that the same cost or .

,need differentials are not already corrected for by other adjustment
factnrs. . . ‘
There is considerable redundancy among the different types of . .

factors discussed here and in previous sections. If a fund‘distribution

Ty
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mecﬁénism already takes into account the concentration of needé,'aé

does the formula of ECIA Chapter 1, that diﬁiﬁishes'the case for
including urban or density factors. Similarly, if there is a cost
-adjusfment factor in the formyla there is less reason to make special
provision for rural or urEan/gistricts. In the absence of an

acceptable cost index, adjusting for urbam or rural location or
population density may be a reasonable "éecdnd-best" method of - .
allbwing for geographical variations in educationally relevant

conditions.

-

t » ° Variations in Figcal Effort - o : ‘
| ~'One of the major issues in grant p:ogi:am design is whether the
distribution formulas should reward state or local fiscal effort. The
usually cited reasons for doing so are to induce states and LEAs to
allocate some of their own resources to programs of interest to the
federal government and to implement a phiiosophy of federal and state-
local "sharing" in the costs of activities of interest to both naﬁiqnal '
and state or local cSnstituencies..'At presermnt, the‘incentivé grant .
| component of ESEA Title:I is the on%y*education granf program that
rewards effort expliditly, aithough the basic Title I formula'alsb may
be construed as rewarding effort to a limited degree. However, linking
federal aid to state or local spending by means of some type of
matching formula is common in many grant progfams outside the educa-
tion field. ' . SRR ) -
The equity implications of rewards for fiscal effort depend on
v - how the rewafds‘are structured. If all/states or LEAs were rewarded
at the same rate-——i.e., if the federal goVernment:matched state ,or
lbcal spending in some fixed ratid--the effect woukgkglmost certainly
be to increase disparities in educational outlays for the programs in
" question. Wealthier stateé énd localities would be likely to spend:
more for the federally<aided programs and thus to receive larger |
federal grants. This -outcome is ndt inevitable, however. An appro-
pria:e‘system of yariable matching rates can‘Equalize the opportuni-

ties available to diétr;cts of different WEaQEh; The'key reQuiremen; ’ e

. is that the federai‘matching rate must be a negative function of the




grantee's fiscal capacity. Some of the previously mentioned equaliz-

.rewarding fiscal effort without necessarily sacrificing fiscal equal-

into an aid formula entails a shift from one definition of equity to
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ation formulas embody this principle, and thereby provide the means for

ization.

It should be noted, however, that incbrporation of an effort factor

LY

another. Without such a factor, the prevailing equity principle is

L "equal aid to places with equal educationalvneed;" with an effort factor

it becomes ' 'equal fiscal opportunity to places with equal educational
need." That is, with the effort factor in the formula, two places with
equal need will receive equal aid only if they dlso exert equal fiscal
effort tq support the program in question; but if the rates of effort are
unequal, the place that makes the greater effort will receive more aid-

relative to its needs. Equal treatment, in this instance, consists of

‘having the same opportunity to "earn" federal aid, regardiess of local

revenue-raising ability. The'price of rewarding fiscal effort, then,
is a certain measure of inequality among places with equal educational '

circumstances but unefqual tastes for the program in question.

EQUITY AND DISCRETIONARY GRANTS

Because of the 1981 grant consolidation, there will be less reliance
in the future than in the past on discretionary allocation processes to
distribute federal education funds. Several programs that depended
wholly or in part on discretionary{procgsaes, such as ESEA Titlés 11,
IVC, and VI, were merged into the block granﬁ under ECIA Chapter 2.

Several maibr discretionary programs remain in operation, however,

. including Bilingual Education, Headstart, and the state-operated portion -

" of the Handicapped program, moreover ECIA Chapter 2 has established a

new discretionary program to distribute 20 percent of the block—grant

" funds. The fairmess of discretionary processes is therefore still an

impoftant consideration in assessing the equity of the education grant
distribution system. ' ‘ ’

Two special issues of equity arise in connection with discfetionar?
grants. One is how discretion per se'affecgs equity. In particular,
Vould equity be emhanced if some of the present discretidnary grants

were replaced by formula grants, and is the transformation from dis-

7
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cretionary to formula grants feasible? The second issue is whether
the discretionary.allocation processes themselves are equitable--that
is, are they organized and conducted "fairly. Unfortunately, very
little is known aboLt how the present discretionary processes actually
operate (as was exp ained in Chapter II), and this, coupled with the
lack of a well-defined concept of equity of a discretionary process,
severly limits what can be said about these issues. Nevertheless, an
‘attempt is made below to sketch briefly some pertinent equity criteria
and to .apply them,.to the limited extent possible, to the present

discretionary ,programs. . oY

Discretionary Versus Formula Grants ‘

Allocation by formula is more objective and 1ess manipulable but
not necessarily more equitable than discretionary allocation. As this
chapter has demonstrated formulas can and do deviate substantially from
generally accepted principles of equity. On the other hand one can
conceive of a highly equitable discretionary process that responds
sensitively to the circumstances of different jur1sdictions and treats
all applicants evenhandedly. What does differentiate discretionary'grants
,and formula grants sharply, however, is the ease with which equity can be
demonstrated. The equity of‘a\formula grant is apparent for all to. judge
from the Formula itself, while the equity of a disctretionary grant depends
primarily om the unobseryable behavior'and.unknown motives of program
officials. This uncertainty about process equity is accentuated inythe
case of the major current discretionary programs because so little about
the selection and award processesvis specified in theblegal framework.
With the "rules of the game" unstated, as in Bilingual Educationfor ESEA
Title VI, the processes are established, controlled, and subject to manip-

ulation by program administrators. The same discretionary program could be

- run equitably one year but abused for political or other purposes in a -
different year, depending on the inclinations of those in power. Thus,
while there is nothing-in principle tgasay that a discretionary grant will
be less equitable than a formula grant,-there are also mo grounds for con-
fidence that equity will prevail. Lack of accountability relegateswthe

discretionary programs to a suspect category and motivates the search for.

formula-grant alternatives to the present discretionary programs.
_ , ( R

8y
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Reliance on discretionary fund allocation is sometimes a matter

of necessity and sometimes a matter of choice. It is avnecessity where
the purpose of the program requires selection of a few grantees from a | |
larger pool of applicants on .the basis of the’ "quality" of proposed
projects. For instance, subjective judgment, and hence discretion, was ~
required to select grantees under the now defunct ESEA Title IVC innova~
tion program, where the likKely success and potential'educationai signifi- -
cance of proposed innovations were central allocation criteria. (Note,
however, that the discretion was exercised at the state lével; federal ' ' ;'j
" funds Were distributed among the states by formula. ) Under such programs, vl
the issue of discretionary versus formula allocation does not arise, and ‘ T‘ :
the only relevant equity issue is the fairness of the discretionary ’ .
process. It is not clear, however, that major recent and current dis-

cretionary grants belong in the category of inherently discretionary

programs., Bilingual Education grants could certainly be diStributed to
_States by formula, as in the Title IVC example, and could conceivably be

allocated to LEAs according to formulas based on numbers of limited- - .
. English-proficient children; Emergency School Aid funds (ESEA Title VI)
might have been allocated to LEAs according to nunbers of children
affected by desegregation plans; and Headstart funds, which are’ apportioned
among states according to numbers of poor children, could also be distrib—
uted to localities according to.a similar formula.75 1t is relevant to ‘
ask, then, whether switching from a discretionary to a formula method of
allocation might enhance equity under these programs. For concreteness,
this issue is discussed below with particular reference to Bilingual
Education, for which discretionary versus formula allocation is a live
current issue.76 e S v ~
Bilingual Education is legally constituted as a program that (a)

supports limited-duration "capacity-building" projects, (b) awards funds
to only a fraction of the eligible tEAs-—those'that win grants compe-
titions, and (c) bases the awards. mainly'on judgments about the "quality"
of proposed projects and only secondarilv on needs for bilingual education
',serv1ces.77 These attributes imply a need for subjective judgment and
consequently for discretionary funding at some stage of the allocation

process, although this‘ leaves open the aforementioned option of shifting

the discretionary:process to the state level. But going further, one
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‘can. que%tion whéther the concept of ngual education aid as a com-
petitive, capacity-building program shquld be retained. If that'doctrineﬂ‘
were altered--and, especially, if the shift were in the direction of
federal support for ongoing bilingual education services-~the ratiOnale
for a program of discretionary rather than formula'grants would dis-

The princapal arguments for dropping the concept of limited-duration,
competitive, capacity-building grants are that it is (a) inadequate to
meet current federal responsibilities for limited-English—proficient (LEP)
‘children and (b) inconsistent with the reality of the: present program.
Through federal court decilions interpreting the civil rights laws, and
Executive Branch actions to implement the courts' rulings, the government

has taken on the role of guaranteeing appropriate services for limited-

-English-proficient children, just as P.L., 94~142 guarantees such services

for the handicapped. 78 Under the law, bilingual education.(or some equiv~
alent service for LEP children) isnot an option or "frill" but something
that LEAs mﬂst_provide,,regardless of their tastes, their capacities, or
-their abilities‘toiwrite high-quality proposals. To award funds comp et-
itfvely, then, seems~inherently-inequitable, since the 1osers as well-
as the winners are obliged to operate projects. The federal government
has imposed a service requirement~on all, but under the current doctrine
shares the fiscal burdens of only the most able, From the |
standpoint of equity, the reverse of the present policy'might be pre-
ferable--that is, funding priority for the_lEAs least able 'to design
and conduct high-quality programs on their own.. But setting that ,
radical suggestion aside, there is a strong case for applying to bilingual
education the model of the other target—group programs--allocation to
LEAs by formula according to numbers of target-group pupils'(or, prefer-
ably, according to more refined indicators of the need for bilingual
education ‘services). . o e

" The case for shifting to a formula grant in bilingual education is
reinforced by indications that the present program is not entirely what
it is said to be. Although funds are nominally awarded for limited-
duration grants, some districts have enjoyed continuous support for
many y_ears.79 In effect, their bilingual education efforts have ben-

efitted from an ongoing federal subsidy, while LEAs with similar needs

~
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b”#he relative weights to be given to multiple allocation factors, although ~-
4¢¢ﬂ/4precautions would ‘have to be taken to avoid the problems (discussed in
Chapter III) of other programs that h ve delegated formula-design powers

. . o
and similar federally created fiscal burdens have received no compara
assistance. No information was available for this study on how the
decisions were made that resulted in continuous funding of soﬁe'LEAs,

but the existence of a class of permanent grantees is itself a sourte

of concern about the equity of the present discretionary program.

Alternatives to the present federally conducted discretiopary

- process for allocating bilingual education funds include (1) distrib-

uting federal formula grants to the states and delegating the dis- _
cretionary decisionmaking to the state level (2) distributing federal
formula grants to the states and requiring each state to develop its

own formula for distributing funds to its LEAs (as in Vocational Educ-

ation), and (3)- allocating federal funds by formula down to:the LEA

level (as in compensatory education). The first alternative is the &

_subject of a recent Departmeno~of Education study, which finds that

there would be relatively little effect on the interstate distribution

of funds, .since allocations are already roughly proportional to the

: 80

fumbers of LEP children in each state. The effect on infrastate

distributions is of course unknown. The option is compatible with the

\/present emphases ‘on capacity building and proposal quality, but has

the disadvantage that the fedetal government would have ‘to establish a

standard national definition of the LEP ‘target group for use in the
formula. The second option‘would presumably imply a shift to a need-

based allocation criterion both within and jamong states, although states

could be permitted to codsider innovativeness and other quality attributes

as formula factors. A federal definition of LEP children would govern

the interstate distributdon, but states could be’ permitted to use their °

opwn target group definitions “for ‘the allocation among LEAs. A very

‘restmictive version of this option would require allocation to LEAs in

pré ortion to. numbers of yEP pupils, leaving states discretion over only

> the defiﬁition of "LEP " A looser versiod would allow states to decide

to state agéncies. The thirg opt%on—-formula allocatipn down to the LEAs--'
would require a §tandard definition of target—-group pupils and federally

established weights for all formula factors, but this would represent no

et
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‘increase in centralization since the present discretionary process is

entirely in federal hands. This all-formula option Would make sense

¢ a

only in connéctiom with a broader policy decision to accord education ‘
' of»LEP children the same status as education of the disadvantaged and
handicapped-=-an activity that receives continuing federal support based

on gtate and local needs.

°
"

Would a shift to a needs-based formula necessarily mean more
équitable distribution of bilingual education funds? Certainly there
would be less arbitrariness, the allocation process would be open. to
scrutiny, and there would be.an end to the present pattern of contin-
uous\sggggﬁt for some and no support at all for others. This doesAnot
pecessarily mean, however, that there would be an improved match of
funds:to educational needs. Specificdally, concern has beenlexpressed that the
present discretionary program protects one aspect of equity that'migﬁt
have to be sacrificed under a formula grant' namely, it permits 'a very
-uneven geographical distribution of federal aid to match the very
- uneven geographical incidence of LEP children in the United States.

‘A formula grant pré&gram, .it is said, tends towar% homogeneity: all Y .

states and LEAs must get something, even if their needs are not great.
Thus, a pattern of concentrating funds on a relatively few high-need districts,

' which some consider desirable, might not be sustalnable under a formula grant.
Technically, the problem of undue spreading of resources can be avoided by -
writing high thresholds of need into the district—level aid formulas

EEEN

. (e g.; requiring minimum numbers ‘and/or percentages of LEP children to

make an LEA eligible for a grant) The point at issue is political rather ,
than technical, however: would Congress accept a sharply written defin-‘

ition“ofﬂgeedmthqsiconcentratesafederalxg:ants\heavily in a relativelyfe, e

few states and LEAs. While the case for a 'formula grant is strong, a
recommendation for change would ggve to be conditional on a satisfactory

. , A
_ resolution of this issue. - . ‘

>

Fairness of Discretionary Processes
Where allocation by formula is infeasible or uniikely, distributional

-~

equity hinges on the fairmess of the discretionary process itself Unlike
formula grants, discretionary grants cannot be evaluated for equity on

‘the basis of allocative outcomes. There is no external standard against'

-

»
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% which.to determine if the "best" applicants have been chosen or if funds
have been properly apportioned among the grantees. An attempt to make
such a determination--say, by comparing actual program decisions with .
independent ratingg of the propo:als--would be merely to pit one set
of Subjective judgments against dnother. To decide whether discretion~
) oo ary grants‘are being allocated fairly, one must focus on the decision
mechaniSms. are the rules of the game fair, and are they fairly applied
by the funding agency? \ V : o v _ .
That brings us to the question of‘&hat constitutes a fair discre-
tionary process. Can specific elements of fairness be defined, either
for- appraising the existing processes or for designing fair processes o,
for the future? While fairness is ultimately in the eye of the beholder,
many interested parties would agree that the relevant considerations }
4nclude those discussed in the following paragraphs. ; {
\\Selection Criterié. The criteria for/choosing grantees should . .

presumably be explicit, comprehensive, demonstrably relevant to, or \
. derived from, the Congressionally established program goals, and, ‘
/ sufficiéntly operational to be understandable to the applicants and

criterid for the major federal discretionary programs are reasonably . §§§§\_

+

|
interprStable with reasonable consistency by proposal reviewers. The ,
explicit. Specific criteria, sSometimes with numerical weights, are
prescribed in the. regulations, as explained in Chapter II. Unfortunately, |
e many of the other desirable attributes are lacking. The Bilingual (’
. ' Education program specifies the weights'to be attached to certain
criteria but t&en introduces additional items to be considered, tQ an

unspecified eﬁkent, in choosing grantees.‘~Thus, the formal criteria

B 22 ¥ 5ufrfogﬁ' “foncomprehensive, and the full set of criteria is less

i
i than explicit, The Emergency School Aid and Headstart programs specify
criteria without weights, which greatly diminishes the usefulness of the |
criteria to applicants. A particular source of %onfusion is tHe relation-

ship between criteria of need and criteria of proposal quality. In both j
. the Bilingual Education and Emergency School Aid programs explicit, : ' hl
~ o quantitative measures of need‘are set forth in the regulations, but it 4
is not eclear how these indiQES enter into the decision process. It :

' ’ L agpears that LEAs with very high needs for assistnace could be passed

~ T over in-favor of LEAs with much lower needs but higher-quality proposals,

' £




' an element that may contribute to or detract from equity. A procedure 4

3 sessions. # mult:ist:age revie;)l system may also contribute to equity,

. is how much power the process confers on higher-level officials to modify

" or override the resulcs of che professional-cechnical reviews. While

{ ) ‘
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even though it is not clear that this is what Congress in)tended.81
Finally, certain criteria seem conspicuously nonoperacioqal--e g, ' S
"commitment and capacity" of an Lﬁzp;leaviﬁg ample room forimanipulacion
" of ‘the proposal ratings. The scaced criteria could easily be tightened *
up if the will were chere, but the funding agencies have little inceqciv7
co be more definitive, since doing so would: reduce their. flexibilicy.

Selection Procedures. Most would agree that proposals should be

judged objeccively and evenhandedly by disinterested reviewers in a
process shielded from political manipulacion, but it is vircuélly

imposgible co/name specific arrangements that will guarancee these
desirwaics. Nevertheless, some pertinent procesq may

be noted. The identity of the revieWers‘is a’ : .
major concern. Other things being equal, the more insulated cﬁe reviewers

are from the political-level decisionmakers of the granting agency, the’

more objecciﬁe the process will, at least, appear to be. ;hus, review

by outside raters will appear more disinterested than review by agency
professionals, which in turn will appear more objective than reviewlby

the program administraters. The method of selecting reviewers is itself .

that discances choices, or at least nominations, of repiewers.from the .
political decigionmakers would be preferable to one in which the officials name °

the reviewers cheQEZlves: ‘Some mechanics of the review and racing process ,

may also be germane. For instance, a systgm based on indepeegepc ratings:

by mulciple reviewers (especially outsiders) is more secure against manip- -

ulatidn than 1s a system of collective decisionmaking at agency-controlled

especially if the later-stage reviewers are required to document their

reasons for overturning lower-level decisions. A related consideration

y)
ultimate power musc reside with political officials--departmenc secretaries,
agency direccors, and their designees--~there remains an imporcanc role for
procedural safeguards to deter purely political decisionmaking at the

upper levels. These include such %hings as requiremencs for formal just-

ification, for disclosure of potential conflicts ‘of interest, and for -
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participation of officials from‘outside'the immediate program office.
* Perhaps more important than gny specifics‘of the process is' the
general principle that grantees should be selected according to rules
that are well-defined, predetermined, and known to the applicants and | 7 gf
v other interested parties. The hidden, unstated nature of the present .
processes contributes,-as much as anything else, to doubts that dis- . ;
cretionary grants are being equitably distributed It is common '
practice in many other federal discretionary programs to spell out in ' L
the formal regulatiomns how the review process will be conducted, A ,
b Making such information available would be gﬁe step, albeit a small one, | - | .
oward building confidence in the equity of the discretiomary education '
grant programs. 1 : @
Determination of Grant Amounts. An equitable discretionary alloc-
ation process would include explicit proceduresi\gr/determining grant }
L amounts as well as for Selecting grantees, but suchﬁBrocedures are \ _ f A , l
Education and Emergency School Aid programs say virtually nothing about

how these amounts should be established, set no atandards for calculating

f} . : - absent under the present programs. The legal frameworks of the Bilingual

|
|
: |
reasonable costs, and impose no discernible limits on agency discretion. . |

‘Judging by fragmentary data for Bilingual Education, this broad discretion \ i
) f " has resulted in. wide variations among grantees in the amount of . federal ,

82 It is hard to explain, from the stand-

aid per participating pupil.
point of equity, why the Level of federal support for a program should
be substantially-greater in one state or LEA than’in another,fexcept to
compensate for such specific factors as price differentials, ecomomies
‘of scale, and needs for facilities and equipment. Even where the need .
for discretionary selection of grantees is unchallenged, the need for ! ;
discretionary determination of the size of each grant seems questionable.
The arbBitrariness of the present discretiomary processes could be reduced
substantially by establishing specific cost: guidelines such as upper and
lower bounds on the amount of aid per participating pupil -and by iden-
’ “i;:;i»tifying in advance the types'of circumstances that might justify deviations
| from the funding ‘norm. . p T |
: ' - State-Operated Discretionary ProCesses. Although the same issues of

fairness arise in connection with both federally operated and state-

.-operated discretionary processes, the scope for federal action is very

8, 7 o \
¢ |
. 4
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‘different in the two cases. With regard to federally operated programs,

it would be reasonable for either Congress .or the Qépartment of Education
to lay out detailed procedural guidelines for discretionary allocation

of funds, In the case of state-operated processes, however, federal
specification writing would.clagh with the delegation of discretionary
authority to the states. It would be’inappropriate, for example,ito :

prescribe allocation "at state discreti“ " and then to turn around and

dictate detailed allocation criteria or specify which state officials
should review grant proposals.- This does not imply that the federal
government should do no fmore than at present to encourage states to
distribute discretionary funds fairly (which, as expl ined in Chapter II,
is virtually nothing). A compromise between telling he $tates what to -

do and -providing no safeguards at all is to require't&e gtates to formulate
explicit discretionary processes of their owm. Federal regulations . ;
mignt require, for example, that each state notify it LEAs of the
selection criteria, evaluation and. selection methods,‘and rules for

determining grant amounts-that it will use to make discretionary grants

) .under each federal program Where states are required to submit their

‘legislators, and other interested parties.

CONCLUSIONS = . . .

- coudld be improved by developing formulas that take into ‘account the

T ' ) ’ ."A' 8Q

program plans for federal approval (as under the Handicapped program),
this information could. be made a required item in each state plan. Where
there are no requirements fpr plans or federal approvaly, the information-
would at least be available for scrutiny by local scﬁool officials, state

: . N

2 R ’ ¢

The present federal aid allocation formulas are not so much inequitable
as insensitive. They take into account too few ofathe relevant educational
and fiscal factors to satisfy'videly shared standards of'distributional
justice. Specifically, most of 'the present interstate and intrastate

allocation formulas (1) distribute aid according. to person counts that

are only loosely linked to the program’ s goals, (2) take no account of ' Y
other dimensions of educational need, 3) do nothing to compensate
(equalize) for differences in revenue-raising(ability, and (4) fail-to

adjust for varfations in costs. fiscal effort, and other fiscal factors.
The correspondence.begpeen aid allpcations and educational needs
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severity as well as the incidence of'educational'problems,-the heseroén )
geneity of target poéhlhtions, and indicators of needs other-than person
counts. A limited degree of interstate fiscal equalization (consistent

with the small federal finmancial role in ‘education) could be achieved by
methods analogous to those of state school finance systems, if sﬁch equal-
ization were deemed politically desirable; a limited degree of intrastate
equalizationcconld be promoted by building appropriate incentives intoo

the federal grants. ~ﬁetho’ds borrowed froﬁ state aid systems could.alsg v
be used to take into account ﬁ@riations in effort,‘costs of setvices, " »

and other relevant circumstances. The resulting forqulas would be more-{

4 -

comnlicated than the present onés but no more so than the formulas of

other well-established state and federal grant programs,
Federal discretionary grant programswin education have not been

shawn to be inéquitable, but there is reason for skepticism about how = -
they are being conducted. A shift from discretionmary to formula funding Vo
of the Bilingual Education proér§§<33nd perhaps other discretionary . *
programs) would make the allocation process less arbitrary but would

entail rethinking the federal role. Meanwhile, proyiding explicit and e

‘4. detailed descriptions of the discretionary processes (and agsurances that

the processes are adhered to) would help to build confidence that the
programs dre being adminthered equitably.
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The foregoing analyses of federalism and equity issues confhin
many findings and'suggestions concerning the major categorical grant. z

\

. . for the future. This chapter brings together the main policy implic-

programs, the new education block grant, and possible policy optious .

ations pertaining to each current and prospective program. Many of
, the options mentioned here have little chance of being considered in
_ the present political and fiscal climate, but if the rapid swings in
., federal education policy during recent decades are any guide, there ,

‘are few things that can be ruled out with dssurance as possibilities .

,”{ - "+for future years. . . 7

R .
’ . B Ky » *

MAJOR CATEGORICAL GRANT PROGRAMS . o

Much of this- report~has focused on the major categorical grant

>

“""_“pfograms“inreiemeutary and secondary education--compensatory education, -
- education for the handicapped, vocational education, and, to a iﬁgser
. extent, bilingual education.. The diagnosis. of the federalism and equity
problems associated with“each program has led to various proposals for
A change, ranging from relatively minor tinkering with existing formulas
A to wholesale revision pf the funding mechanisms, The following are the
major considerations that seem likely to be pertinent:to future debates

over fund distribution under these programs. - . L

- - ‘ Comgensato;; Education : ‘ T . . *
7 - lhe structure of the: fund distribution mecHanism of ESEA Title 1/
'i : ECIA‘Chapter_l is well suited to, a program that (a)‘provides the dominant
‘ -share of funding in its field and (b) needs to confrol.allocations to the
o local level to ensure that federal goals are accomplished; but the‘
R - present_design may become‘less suitable over time.if recent'fiscalbtrendS'
' A ~continue. Specifically, the growth of state compgnsatory education .
A programs.and other programs aimed at thé same clientele (e. g.: remedial
programs associated with minimum-competency requirements), coupled with
. i the sharp decline in federal funding and ‘the poor prospects for a reversal,




formula. Specifically, it would be essential to rely on state data, and
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of that decline in the future, could eventually reduce the federal
government tqQ a minor partner in financing services for the disadvantaged.
In that context, the effectiveness of federal control over the intra-
state distribution of federalvaid would diminish. It would become
increasingly unreasonable to assume that the'prescrihed distribution of
federal_aid is simply superimposed upen angindependently determined
pattern of gstate and local resources. Instead, it would become necessary
to consider gptions that have been relevant, up to nov, mainly for the
programs in which the federal financial share is small. These
include arrangements for joint'distribution of federal and nonfederal
compensatory educatidn:funds, federal incentives to encourage desirable
distributions of state aid, and delegation to the states of some control<
over the allocation of compensatory aid to LEAs. Consideration of such
fiscal options would inevitably entail some rethinking-already overdue--_
of the doctrine that the federal compensatory program should be fiscally
and organizationally separate. Thus, the effort to rationalize the
funding mechanism might well become entangled with broader issues of » .
program reform.- '
Even if the aforementioned trends to not materialize and compensatory
education retains its status as a separately funded, separately administered ' C
federal program, a greater state role in the fund allocation process

would be necessary to accommodate certain refinements of the funding

hence to decentralize the allocation process, to (a) bring educational ‘
performance data into the funding formula, (b) equalize Chapter 1 grants
to compensate for differences in local tax bases, or (c) adjust for cost.
variations among LEAS. S

Apart from accepting educational performance as a funding criterion
and decentralizing the allocation system-either of which would mark a
major shift in program philosophy--other options aimed at\improving _
distributional equity fall under the heading of tinkering with the formula.
The severity dimension of the low-income problem»could be taken into
account in both the interstate and intrastate allocation formulas, allpc~-
ations to states could be equalized by linking them inversely to personal
income, and the counterequalizing effect of the’ present expenditure factor

could be removed. These and other detailed formula options have been

v

.
& - \
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extensively discussed, and their effects simulated, in previous
Studies of the ESEA Title I funding mechanism. .
Changes in the funding formula and other issues of program
design have usually been considered in conjunction with reauthor-
‘ization of the Elementary and Secondary Education Act of 1965. The o )
next reauthorization was teo have been in 1982-83, but the cycle was

broken by enactment. of the Educational Consolidationvand Improvement

Act of 1981. Because the new law was passed in the midst qf'a hectic :
debate over the federal budget, there was no opportunity for considef:\‘ijﬂéi;h
: RS
4

ation of such detailed issues as formula refinement. The next major
opportunity for considering reform, then, will be when the ECIA itself

comes up for renewal. The fiscal outlook that far ahead is so clouded

and the prospects for federal education policy so uncertain that one
cannot.hegin to predict which fund allocation issues, if any, are o ‘

likely to be on the policy agenda.

Education for the Handicapped

The - federal government has pursued two major strategies to channel’
resources into special education forpthe handicapped. On one hand, it
.has established the mandate to serve all handicapped children "appro-
priately”; on the other, it covers part of the cost (a minor fraction)

by :ig\ributing formula grants to states and LEAs. Of the two approaches,

the service mandate is more important, both in terms of the volume of

funds affected and the impact on the intexstate and intrastate distributions of

resources. The presence of the service mandate is consequently a major considera--

-tion in assessing the present funding mechanism and any proposals for change.

_As explained in Chapter III,,ghere is a disjunction under the
Handicapped program between the sttucture of the federal funding mech-
anism and the reality of the fiscal environment. Because the federal
share of funding is small compared with the state share, prescribing how
the federal aid shall be distributed to LEAs is ineffectual. The overall
distribution of funds for thevhandicapped within each‘state:pould pro-
bably be insignificantly different from what it is now if all federal aid

-
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were turned over to the states with no ?istributional strings attached.
Moreover, given the federal service mandate, it is not clear what purpose ’
would be served by prescribing how the small amount of federal aid
should be distributed, even if that prescription ‘could be made binding.
One gtructural change’ to consider, therefore, is federal disengagement

from the issue‘of intrastate allocatiqn. This would mean allowing the

: states to'distribute 100 percent, rather than the present 20 percent,

of Handicapped funds at their own discretiom.

Should'federal safeguards.be deemed necéssary to ensure that states
“treat all their LEAs fairly, there are two ways to proceed. One is by
attempting to control the distribution of federal funds directly, if not
by prescribing a formula, then by establishing standards of equity that-

. states must satisfy with formulas of their own. It is evident, however,

that such standards would be ineffective unless applied to the uhole
pool of federal, state, and local funds for the handicapped, but any

attempt. to set such far—reaching standards would represent a major fed-

-

eral intrusibn into state and local budgetmaking. A more. effective -,
approach would be. to attach distributional,safeguards to the present
service manddte, perhaps by defining the minimum level of service that
qualifies as "appropriate."”  That being done, chere would be no further

'rationale for federal involvement with the intrastate distribution formula.

Another reason for at least partial federal disengagement . from the
intrastate distribution process is that the present federal formula
(1ike any nationally applicable‘égrmula)‘is necessarily crude, while

state-designed formulas can and do také into account tlie varying costs

. of serving more and iess severely handicapped children. Certainly, the

Department of Education should have the‘flexibility when dealing with
a state that-operates‘a full-blown weighted-pupil formula, to waive the
federal fornula in favor of the morelsensitive gtate instrument. Going
further.along the same line, the federal formula might be elimirpated .
in favor of a requirement that each state distribute federal handicapped
funds according to a weighted-pupil formula of its own.

{ Two changes in the interstate distribution formula\ﬁgat would make
the allocation of federal handicapped funds more equitable are, one, a

-

shift from the present undifferentiated count of pupils to a weighted

. - 'a?? | T

-
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_count, and two, incorporation of a substantial ‘element of equalization

o ' . . "

. into the system. There is a special reason to consider equalization.
" -with respect to aid for the handicapped whecher one is generally

S . _ favorable-cq equalization or nOC, namely that che federal government )
L icselflnas created a righc to appropriate services and-placed che4 ! ;_\\\/:
burden of financing those services on fiscally unequal states. It
‘'seems only reasonable, under those dircumscances, for the goveéﬁﬁﬁut
to ensure that all states, including the fiscally weakest, will be
able to carry out their obligations on roughly equal terms.’

- o . - ‘ ‘ f o

& ' Vocational Education

-

_ The funding mechanism of the Vocational Educarion'program, unlike
- those of other categorical nrograms contains features that seem-aimed
at dealing with issues of federalism and equicy in the distributien
of federal aid. The program s 50-50 macching requirement brings a ‘

.- CL certain portion ‘of the nonfederal resources for vocacional/ezication Coe
"'under the umbrella of federal allocational rules. The federal govern-
ment does not prescribe a SpeC1f1c formula for distributing federal funds

. to LEAs but lets each&scace design its own formula according to general
federal guidelines. There are fiscal equaliZacion provisions in both

I ' the interstate allocation formula and the rules governing allocation to - ; |

. LEAs. TFor reasons discussed earlier, these provisions do not work well, -

| and they .are not adequaﬁe to deal with the problems, but chey do contain . 1'

the seeds of (and escablisn_precedencs for) more effective solutions.

. _ The ke& strucfural'pronlem is the same in Vocacional'Education as ';‘f N

ingthe Handicdpped program: the small sharg of federal funding makes |

it|difficult for the federal government to exert any real influence over

thel distribution of resources among LEAs. Even<yich 50-50 matching, only
one-fifth* or one-fourth of the available’resources are subject to federal

~influence. Moreover, the federal guidelines concerning stace—designed - oo
formulas are too weak to ‘ensure rhac even cnac small portion of the ‘

oo . resources will be distributed according to federal priorities. To

-

assert federal infl:ince effectively, it would be necessary not only

to tighcen the guidelines but to makeichem applicable to a substantially

larger portion 4f state-local vocational education funds, but in the

¢
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. present political climate, which is inimical to extensions of federal
. control, that is not a realistic option. A somewhat more palatable'
alternative might be to off;r either fiscal or'nonfiscal incentives to
states that distribute their vocational education resources iff a
. manner’ consistent with federal prtorities.. Unless such ref s can C
be effected there would be little point to maintaining the present ‘
federal involvement with intrastate distribution, which produces the
R - ' illusion but not the eality 6f federal influence. ‘
' The federal formula for distributing Vocational Education aid
- among"states has the positive'diStinction of beingsthe only such
' formula with an equalization feature and the pegative distinction of . ‘ .
relying on the. need indicator--weighteéipopu" 7 ‘

'vdon--least related to : i

- the program s goal. ‘The formula could be improve materially by

replacing the population ‘variables with a aet of sta e characteristics v ‘.‘
more directly related to the demand for vocational education--in :
partigglar, factors representing the industrial and occupational mixes

of each state. : . ;

. PR -~
g . - .t

A

Bil gual Edmcation

The ‘question of fund distribution” in bilingual education is sib-
ordinate to a more fundamental issue concerning the federal role. If
the present doctrine of.competitive,. limited-duration, capacity-building
. grants is retained, then the allocation method must remain discretionary,

, :  and efforts to enhance equity must focus on improving the discretionary
, %ﬁocess. On the ogher hand, if the gpvernment}eventually‘takes on the - <

same role with respect to limited—English-proficient children as it has

assumed with respect to disadvantaged and handicapped children, it

.. . would become reasonable to develop a formula for\pistributing bilingual
r . . funds. : ‘ . ) I v .

Steps that would make ‘the discretionary process more. equitable
include (1) combining-all decision criteria into a- s?ngle rating scale
with explicit weights,v(Z)_clarifying the relationship-between consid-
erations of need and considerations of proposal.quality, (3) spelling

out in operational detail the processes for selecting grantees and

determining the amounts of aid, and (4) broadening participation in
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“the decisionmaking process'and opening the process to greater outside
scrutiny.. These. reforms tan all be accomplished by regulatory and .
administrative action. ;

A'formula grant for bilingual education could cOnsist either of
a grant to states, with subsequent distribution according to state-
designed formulas or at state discretion, or. a direct formula grant .
to LEAs. In either case, th¢ natural choice for the main need indicator

'is a count of pupils‘from'families with a primary language‘other than
English. (A count.of pupils with limited proficiency in English would
be preferable in. theory, but would raise all the problems of measuring
performance and differentiating among levels of limited proficiencyrx
To prevent undue diffusion of resourceg, the need indicator'could be
defined relative to a high threshold, below which LEAs would not
qualify for aid The references to low income and ability to pay in
the present, law suggest that Congress might be willing to include an
equalization factor in the formula, perhaps of the same type now used in

Vocational Education. S ‘
A key consideration affecting the choice between-a formula grant

" to states or, to LEAs is the future of the service mandate to serve LEP
children, nol embodied in the Lau Remedies. If that mandate develops
into a'gener obligation of states to serve their LEP children Wt
appropriatel _then it would be reasonable to limit the federal role-
to providingyformula grants to- states to help them finance the federally

‘imposed obligation. Otﬁhxwise widh the obligation not placed squarely :

on the state ,va direct formula grant to LEAs would be justifted.

! l

| THE NEW_EDUCATION BLOCK GRANT ' o R

. Under E;IA ;Zﬁpter 2 more than 30 formerly separate categorical

programs. were conSolidated . into a single block grant to the states,
with at least 80 perc%ﬁt of the money to be passed through to. LEAsf
Grants to states are- 'distribdted in the sileest manner possible'
allocation in proportionito e¢ach state's school-age population. The' -
' pass—-through grants to LE%f are (nominally) to be distributed accordingv
.to state-desighed formulas that allocate . funds primarily according to

* enrollment, but with an adJustment to reflect each LEA's coacentration
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of certain types of "high-cost'“children. These arrangements may be

-~

faulted from the standpoints of both federalism and distributional equity.
/ ECIA Chapter 2 has been billed as a decentralizing move in education,
but this characterization is more correct with respect to control over -
program substance than.it is with respect?to control over the distri-
butionof funds. Chapter 2 does decentralize in that it removes any
federal discretionary authority over the intrastate distribution of
funds (such as the authority formerly exercised under ESEA Title VI). .
On the’other hand, Chapter 2 also relieves the states of the discretionary
authority that they enjoyed under'such predecessor prograns as, ESEA
Titles II and IVC. ‘That authority has’now shifted to the f%deral level,
in that 80 percent of the funds must be distributed to LEAs according
to formulas of a narrowly circumscribed federally specified type.
Moreover, states have fewer formula;design options under Chapter 2
than they had under the similarly structured categorical program,
ESEA Title IVB. On balance, then, Chapter 2.doesvnot represent a clear
gain in allocative authority for the states. '

The new fund distribution mechanism set up for ECIA Chapter 2 N
lacks nearly all the pro-equity features identified in this‘report. 3
The interstate distribution mechanism is extremely crude. It reflects
no attempt to define educational or financial need beyond counting’
pupils, 'recognizes no special—neeﬁ subpopulations or differentials ig -

the severity of educational problems, takes no account of interstate

differences in fiscal capacity, and doé% not adjust for differences in

resource prices or other cost factors. The intrastate distribution
mechanism replicates the shortcomiﬁgs of its predecessors in Vocational

Education and ESEA Title IVB: states are to adjust the size of the ‘

allocation per pupil By taking into account the percentage of high-cost

children in each LEA, but nothing is said about how the-adjustment

should be made or how much extra_yeight should be given to the special-
need pupils, Consequently, if the“experience of the earlier prograns

is any guide, the exhortation to take the presence of high-cost children
into account is likely to have little effect on the intrastate distribution

of Chapter 2 funds.
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Whether thé intrastate diStribution rules are well designed is of

“little real consequence, howevér, since there is little probability

that such rules--whatever their form-—could have a significant effect

on the distribution of resources among districts. There are so many

permitted uses of Chapter 2 funds that the grants are effecxively

general aid. As such, they constitute only a tiny addition--on ‘the

order of one percent-—tostateprovided general aid for local school
districts’ Each year, as states revise their own general aid formulas,
they are likely to take into account the presence of the Chapter 2 funds
and to adjust their own levels of funding and allocations accordingly.

It is very unlikely: consequently, that that Ehere will be any'discernible
effect df the federal block grant on the overall distribution of funds

- among LEAs. As in other areas where the' federal financial contribution is

small, it makes little sense for the federal government to prescribe
the intrastate\distribution of its funds. - Nothing would be lost
if Chapter 2 funds were simply turned over to the states with no stip-

»

ulations concerning subsefuent redistribution,

]

QJSOLIDATED GRANTS AND- GENERAL AID. . 7

‘The present block grapt is but a pale shadow of the one that the
administration proposed to the Congress. ‘That larger consolidated. grant
would have incorporated within it the present compensatory education
and.handicapped programs plus others of the remaining categorical grants.

w’fhe»categorica»l grant structure in elementary and secondary education °

would have been effectively wiped out, in fayor of a single geperal-

pbrpose grant (or, in some versions, a pair of general-purpose. grants—

. one to states and the other to LEAs). Similar proposals for grant con-

sofidation have been offered in the past but never accepted, "They

have received sufficiently serious consideration, however, that the
possibility cannc¢ be ruled out that a future attempt will succeed
Alternatively, it is conceivable that in some future year, under

fiscal circumstances more conducive to new federal ventures, a proposal ‘
for general federal aid to education will be accepted by Congress. In
either event, the issue would arise of how a large amount of unrestricted

federal aid for education should be distrlbuted to states and LEAs.

.
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The structural issue pertaining to consolidaced'or general-purpose
aid is wﬁether the federal governmenc,shouldydecermine only ;hé dis-
tribution among s;ates, leaving the subsequent distribution to LEAs to

/ state discretion, or prescribe pocn che interstate and incrascate
i allocations of funds., There are two main considerations: one, the
federal inceresc in the discricc-level distribution, and two, the ,
government's ability to make its preferences effecciVe.

The federal government's primary dlscribucional‘concern has been,

-. . and will presumably continue to be, wich_cne.availabilify of extra .
, r . resources for special-ueedlchildren-—che poor, dlSadvancaged;‘handicapped,
o - and limdced—English-proficienc¢ "In the context of an educatiof block

grant, this concern would translate into an inceresc 1n seeing that

" allocations of block granc funds are weighced in favor of districts.

_ e with high concencracions of chese types of children. The available -

. options, chen, are to prescrlbe'lncrastace distribution formulas that
e take these &oncentrations into account or to establish guidelines (more |
) effective tnan‘those of Vocac{onal Educacion,or'ECIA Chapter 2) that
require. states to take them into account in designing their own
distribution mechanfsms. A secondiry federal concer'n,- the bounds of
which have never been well defined, is with school finance.eqhity in
che'cradicional sense-~that is, with interdistrict disparicies/in

7~

! spending and the relationship of spending to local wealch. ‘A decision

‘in favor of a general aid program would force che government to confront

che quescion of general school finance equity more directly than it has
in the past, and a decision to pursue th3§ dimension of equiry would |
require federal fnvolvemenc in the incrastace discrlbucionkprocess.

The governmenc's ability to make ics discribucional preferences
effective would be limited under a general aid program by thg same factor
that limics it under most current categorical programs: the small scale-
of federal support relative to state supporc for the same purpose. A
federal program deploying several billioh dollars would scill be small

. . relacive to state general aid programs, which amounc in che aggregate,
i to more than $50 billion. IMerely prescribing how the.federal funds
Y i ‘ . should be distributed to districts would be ineffectual, since once again,
' scéces could nullify the. federal prescripclons by -taking them into account
as chey distribute their own funds. Effective control can probably be
Q . T ] ' 'Saii - ‘
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. achieved only by linking the federal general aid funds to the overall
distribution of combined- ﬁederal and nonfederal resources. Two of the ‘
more promising options are (1) <o establish allocative standards that
_states must meet as a condition of eligibility for &ll or part of
their general aid funds, or (2) to allodate ‘the federal funds as_
incentive grants, wherein the amount of each state's gramt would
depend on the degree to which its school finance system reflects the
federal priorities. '
The federal interest in special-need pogulations implies that
the percentages of. disadvantaged handicapped, and LEP children
should be major factors in the formula for distributing federal
general aid among the states. A wéighted-pupil formula, allowing
differential weights for each of those\categories (and perhaps’ for
/ _ ) subdivisions within them) would be the Bbvious allocative mechanism.
| "~ The present composition of federal .aid Would undoubtedly be used as
a base point for political bargaining over ‘the relatiye weights to
"o ! _ be assigned to the different pupil categories. It can be argued,
- ° ‘however, that the present mix un erstates the federal yole with
respect to handicapped and LEP Children, ‘since that role is now carried
.out primarily through service‘mandates rather than grants, A revision
~of the weights in favor of thoseftwo groups bight therefore be in,ordEr,
A major issue that would have to he resolVed in‘drawing up the
interstate aid formula is whether. the federal program should equalize
for differences in state fiscal capacity. The premise that federally
- proEected categories of pupils shéuld be served without regard to
. geographic location argues for/an equalization component, as does.the
more general, albeit weak, federal interest in equalization per se.
If accepted, thé prfﬁ%iple of equalization could easily be embedded
in the system by !géns of the usual inverse income factor or,.preterably,
- by writing a formula of the capacity-equalizing type. Neverthelgss,
interstate equalization would be a significant departure from past and'
. ‘ current practice in education (although not in the federal grant system.
more generally),and it is by no means a foregone conclusion that Congress

- would accept_it as a guiding principle gor general aid. ,?

o - . . - . . . - ‘Q;-%/ v ]
. . N }' . . . ‘
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. l'I.'here is no one correct way to count programs. The count.varies
® depending on whether one considers separate -appropriations, separate °
distribution mechanisms, or separate allocations of funds for specified

purposes. Legislative practice in labeling programs varies from one

program area to other; what would be a separate .grogram under one

— . ©  statute appear as\enly a "set-aside" of funds for-a particular purpose
1n another. . . , o . -
{38 - a
2

ThevEducation Consolidation and Improvemept Act of 1981 (ECIA)
contains two chapters. Chapter 1 corresponds to Title I of the
Elementary and Secondary Education Act (ESEA). It changes many pro-
/,,_;\\ ,-visions of ESEA Title I but preserves the general purpose and the dis-
S " tribution mechanism of ‘the earlier program. Chapter 2 authorizes the
- new educatiom block grant to states, which encompasses and supersedes
numerous forfmerly separate. programs.U
. A
* 3The\distribution mechanism plays a, major role but does not wholly
determine what educatidnal and féscal henefits flow to different states
* . and localities. Other factors complicate the relationship between.
. ¢ federal grants and edugational services. Prominent among these factors
are the fiscal and allocative fontrol mechanisms bf the federal programs,
- which help to determine how mﬁch of a given federal grant will translate
irito incremental educational spending (or tax relief) and how much will
translate into services for different categories of pupils., The -ef fects
of grant provisions other thag the distribution mechanisms are beyond
‘the scope of this report. : ~\

»

“+ 4Obviously, concerns about federalligm in education encompass many
features of grant programs other than fund distribution mechanisms.
For example, the question of how author ty to determine instructional
strategies and settings under federal pfograms shguld be divided between
the federal government and the states is a federalism issue, as is the
question of what role the statés should’ have in administering federal &
programs.’ v

.

. . hd e
. /75Alt ough this discussion refers only to the division of authority
- between t e federal goverrment and the states, it is conceivable ‘that
questions could arise concerning a three-way division of allocative
authorlty among the federal, state, and local levels of govermment.
. .{ ‘For example, under the Carter Adminlstration s Youth Initiative,
federal funds would have been allocated to specific schools within -
districts. This would have raised the "issue of whether federal, state,
or local authorities should control the distribution of resources among
school bufldings. '

L e “ Yoo 1o

» N k3
. . . :
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Y 6Final regulations for ECIA Chapter 2 ‘have recently been issued
(Federal Reg;ster, Vél. 47, No. 146, July 29, 1982)'But they say
nothing about the key distributional issue under the block‘grant how

« - statgs will be permitted to design their formulas for all cating
funds among LEAs. It remains to be seen how the; Department of

.Education will behave in approving or disapprov?bg proposbd state '
formulas,

. ' ) #
. 7All federal education statutes referred Zo in this paper other
than the EC are compiled in U S. House of R presentatiVes, Committee-

4 . other than the ECIA regulations are comp ed in -the Code of Federal
Regulations, Title 45, revised October 1980 (hereafter cited, as 45 CFR).
Descriptionss of the ECIA and jits regu ions are derivédd from the -
original entries in the Federal Reg _ :

- . . ' N

8The most extensive analysis of this type is Charles S.- Benson,
' E. Gareth Hoachlander, and Robert Polster, Analysts of Distribution
Procedures Used by States to Distribute Fedenal Fund§ for Vocational
Education, Project.on National Vocatiomal Education Resources, ..
University of California, BerKeley, December 1980, - - ’

a

. . p o 9Two important programs, Bilingual Education and Emergency School
Aid (ESEA Title VI) have ambiguous § atus, Although'the grants under
these programs are initially £ lods of no more than three.to five
years, there are explicit provisions ‘for extending them;in the law. For
instance, very general criteria of need that may be used to justify
extensions of Bilingual Education programs are spelled out in sed, 721(e).
of the Bilingual Education Act. According to Department. of Education
officials, continuous funding of LEAs is a common practice under the.
program. : : .

1OA full description of the intergovernmental structure of 3 grant ,
program would have to cover many. other aspects of the division ‘of -
authority, among levels of gévernment, including authority to select

v target pupils, to determine modes of service, to decide on staf ing

‘ mixes and staff qualifications, .and so forth.

[ - , J

mUnder the ESEA Titg VI and Headstart programs, federal fdkmulas
gre used to' apportion unds among States (i.e., to determine th
dggregate aid that must flow to districts in.each state), but the -
actual grants are made directly to local agencies. . R

/ . ¢ ’ »
,lZESEA.Title { specifies in\full detail how funds shall be.dis-

tributed down to the county level, It also prescribes the type Qf ,
formula to be used in allocating aid to LEAs within each county but giv s
the states discretion over a’‘minor aspect of the distribution. process
the choice of a poverty indicator to use in the formula for allocating4

‘ funds _dmong LEAs within each county. - :

<

.

‘\_

e A
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o 13Exce'ptions to this pattern include the target-group programs

under ESEA Title.I, part B that serve neglected -and delinquent children
and migrants. States have been given broad allocative discretion under
these programs even though federally protected target groups are

) involved. The relatively small scale of these programs and the diffi-

- culty of developing .nationally applicable definitions of the target

‘ - ~z« groups are two possible explanatioms of the federal decision not . to

! prescribe the within-state distribution of these funds. :

.

] A

14Exc__eptions to this rule include the following discretionary grant
program3 that' support continuing services: the state-operated portion

.\\4 'of the Handicapped program, the state-operated programs under part B

. ¢ of ESEA Title I, and the Adult Education program. The new block
grant program, ECIA Chapter 2, -may provide an example of a program that
allocates formula grants to LEAs for use partly to support special
. projects, but whether LEAs will use the funds. for limited duration
projects or Continuing serviceg rematns to be seen.

’ $f‘ ¥ ” .~
"\ 15Aé noted earlier (tn. 12), the ESEA Title I/ECIA Chapter 1 formulas
- . fully control the distribution of funds to the county level but not
\ LEA level. The formulas of th Han capped program control 75 percent
. / = - of the available funds; the ainihg 25 percent ‘are distributed at state
A -discretion. \
. to .
16

Impact aid funds are distributed according to numbers .of children
- whose parents live and work or live or work on federal property and

according to othergindicators of the federal presence in an area. The *
\ ‘ distribution formula contains a complex set of threshqlds and proration

' rules, designed to give priority to particular indica;grs of need for
o assistance in the event of changes in the overall lev f fundihg, The

details are spelled out in P.L. 874 and in related pieces of - legisla=-
tipn. Because the Impact Aid program ig dissimilar to the othér educa-

S tion grant pregrams in purpose and.design and raises a series of

“

- - specialized issues, it is mentioned only in passgngiin the remainder of
- this paper., g$$ )
17 - )

. An, apparent exception is the incentive grant portion of ESEA
v Title I, which distributes funds in relatiom to state spending for pro-
g?ams 31milar to Title I, However, one can take the view that the
incentive grant is a minor add-on to the basic Title I formula, and =
thus that the Title I'formula as a @hole, including the add=-on, rel%es
,primarlly on a person count as the basis for allocating funds. :

A Y . 4

18The actégl formula dié%ributes portions amounting to 50, 20, and
. 15 percent of the appropriation in proportion to the respective popula-
! . tion counts, and then distributes the remaini 15 gercent in préportion
¢ , to the resulting entitlements. This results i appr

a ? )

4

imately the,weights -
reported here (see Vocational Education Act, sec. 103(a)¢2 \\\
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: lgThe general formula for an adjusted proportional allocatio Vforﬁula

.is Gi = Af N‘/(ijNj), where_Gi is the grant to state i, A is the.
3 v

total appropriation for thé program, Ni is the person count for tate i,
-and f is the adjustment factor for state 1i.

T
\\\\ZoThe formula is nonlinear because two factors that enter into it

in the form of a product both depend on the pumber of lowaihcome
children-~i.2., one factor is the number of low-income ‘children in,a’

district L,, and the other is the proportion of low-ircome children in

excess of 3 specified thresheld L, /N’ -(L/N) (where N. is the total

i

" number of children in district 1i°and (L/N) ois the th%eshold). The

product is quadratic in L o s

- 3 . . ) . - j
;,ZlThe General Revenue Sharing fotmula is a complex function of five"
variables: population, per capita income, state and local revenue, income
tax receipts, and the percentage of the papulation that is urban.  The
Comnunity Development Block Grant formula allocates aid aecording ‘to.
three need indicators: population, housing overcrowding, and poverty.

22Descriptions of the formulas used by all 50 states to distribite
general and categorical aid to LEAs may be found in Esther O. Tronm, g

' Public School Finance Programs, 1978-79, U.S. Government Printing Office,

Washington, D.C., 1980.
5 - o - : O

235sEA Title IV, sec. 422(a).

b

2I‘Voc.:a_tional Education Act;a sec. 106v(a)(5).
25Education Consolidation and Improveﬁent Act o§.1981, sec. 565(a).

: 0
26ECIA Chapter 2 regulations Fédeﬂal Regzster, Vol. 47 No. 146
July 29, 1982. ‘

s c, sec. 123a.30. |
. .
stSEA Title VII, part A, secs. 721(b€(4) and 721(b) (3) (4), and
45 CFR,. sec. 123a.3l.

o v

2945 CFR, sec. 185.45(d).’

.
- L
» .

3045 CFR, sec. 185.45(e)(2).

3145 cFR, sec. 1302.10. -

< -
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32The lack of process Specifications is less significant under Head;

- start than under the aforementioned programs because the Headstart

legislation contemplates that rhe Headstart agency selected for each

area will-continue to operate. the program as long as-its performance is

satisfactory; i.e., there is'no recurring selection process. . /0
. . ‘

] . * N

3345 cFR, sec. 116&.40.' '

"

34 . .

45 CFR, part 162b, subpart C. , B ’_ Y -
.35 T oy ' o
45 CFR, secs. 121a.370, 121a.706. . N
36 ‘ . :
45 CFR, sec. 134.40(b).
_3765 CFR, sec. 166a.51.\ o e ST ) '
q -~ ‘u',, .
38

of federal aid that it
e of funding and the : e

The state's power to .offset a distributi
does not/{ike depends on. both the federal sh
degree to which\federal aid is, skewed toward c rtain recipients. If, : Yo
as is typically the case, the skewing is pild- i e.,_ per capita or per .
‘pupil allocations do not vary by a large factor among recipients——the -
state can influence the overall distribdtion even if the federal share '
is relagively large. On the other hand, if the: federal distribution is
sharply skewed, as, e.g., ”Bilingua Education, where aid is concen- ' .
trated in relatively few districts, en the state may be able to modify e
but not undo the federally establis d,distributional pattern

i 39The,states' 25' percent share jof aid'for the handicapped is avail-"+ - ,
able for state.administration\(up o5 percgg;eef the total) and to pro-

vide "support services" and "direct services." The latter serviées may -
‘be previded through LEAs (453 CFR, sec. 121a.370). For an anmalysis of . = °
how states use their discretionary | .L. 94-142 funds and distribute some

of those funds to LEAs, see Margaret A. Thomas, State Allocation gnd
MMWMMOFPLQLﬁZMM&ThRmd%muammNdﬁkm

September 1980.

“OpsEa Title T specifies that states shall not "take into consid-
eration"” the availability of Title I funds when determining how to
allocate state aid among LEAs; however this prohibition is likely to °
be unenforceable except in the most blatant cases. The reason is that
to know whether a state has taken federal aid into6 account, one must
know what .the state would have done in the absence of aid. Except where
there is aademonstrable state reaction to federal action--e.g., a cut-
back in state support in response to an increase in federal aid, or.
unless state officials go on record about their intent to offset federal
aid, it is almost impossible to prove that a state is engaglng in
' offsettlng behavior.

C . . .
v ] . : T

-;. - ) W 4 ‘ a®




-96-
«4 . -, ,

’ 1For an in-depth analysis of cost differentials ambﬁg différent

‘categbries of handicapped children and different modes of treatment,

see J\ S. Kakalik et al., The Cost of Special Education, The Rand
Corporation, N~-1792-ED, November 1981. - 5

_42Descriptionsbof state provisions.for funding special education for -
the handicapped are described in Esther O. Trog, op. cit. ’

~ .

T e

4 . . i . . ’ ) ) M N - . " . .
3See Esther 0. Trom, op. cit,, for descriptions of state provisions
for funding compensatory education-programs and other programs aimed at

- poor’ and/or low-performing children.

-~

‘44For'a,discus§ibn‘of political support at the state level for
compensatory education and special education of the handicapped and of
the likely consequences.of relaxed federal control, see Mary E. Vogel,
"Education Grant Consolidation: Its Potential Fiscal and Distributive
Effects," Harvard Educatiomal Review, Vol. 52, No. 2, May 1982, ‘
pp. 169-188. = . . - ' - o :

)

ability in school finhnce, is defined differently by every state. This,

45The local prop:E:y'tax base, fihe standard measure of fiscal

together with differehces in state assessment practices, makes it
impossible to construct a set of nationally comparable property value

data. Per capita income, a proxy for fiscal ability, is not available by )

LEA and thus could only be used in an interstate distribution formula.

46A large body of theoretical and empirical work on the effects of
intergovernmental grants has shown that federal grants are partly
substituted for state and.local funds that would otherwise have been
provided for the program in question. It is frequently found in ‘

empirical studies that only a minor fraction of aid tramslates into increased

spending. Thus, it is unrealistic to assume that the distribution of
federal aid is simply superimposed upon a predetermined distribution.
of state and local funds. For a recent review of the literature on the
fiscal effects of grants, see Mun C. Tsang and Henry M. Levin, "The
Impact of Intergovernmental Grants on Educational Spending," Institute
for Research on Educational Finance and Governance, Stanford University,
July 1982. : ” : . ' '
. 47There is a precedent for establishment of: federal standards con-

cerning the distribution of nonfederal education dollars in the ,
provision of P.L. 94-142 that requires states to provide "appropriate"

‘educational services for all their handicapped pupils, but this standard

setting stops short of quantifying "appropriate" services in terms of
either funding or resource inputs. Standards of equity, as suggested
here, would have to be quantified to be enfdreéahle,.and this would .
constitute a significant extension of federal control.
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48The incentive grant provision of ECIA Chapter 1 (presently not
funded) links the amount of federal aid to the level of state funding’
for programs "similar" to the federal compensatory education program.
The incentive suggested here would link the amount of ‘aid to the
msthod by which state funds are distributed; for instance, a state’
might receive a specified percentage increment in aid if it agrees to
distribute its own funds according to the federal~£ormula.

°

9I’he Vocational Education funding mechanismqis evaluated in Benson,
Hoachlander, and Polster, op. cit.; the ESEA Title IV mechanism is
evaluated in Lorraine M. McDomnell and Milbrey W. McLaughlin, Program

Consolidation dand the State Role in ESEA Title IV, The. Rand‘Corporation,»'

R-2531-HEW, April 1980.

v |

; C : ) ) R .y
50M_cDonnell and MclLaughlin, op. cit., pp. 5-7. ok

'SIBenson, Hdachlander: and Polster, op. cit.

»
-

‘ 52The actual process of defining the Title I target group is much

more complicated than this simple ﬁtatement suggests. Although Title I
funds are earmarked for schools with "high concentrations of low-income
childresi," LEAs have considerable discretion “over where to draw the
low-income cut-off point. Also, low income is defined only in relation
to the average income level of each LEA. Therefore, the low-income
criterion can mean very ‘different things in different districts.
Further, although Title I funds dre intended to serve "educationally
deprived" children within the target . schools, SEAs -and LEAs have wide
discretion to choose their own definitiods of deprivation apd to.
establish the cut-of £ points. Consequently, neither "low income" nor
"educational deprivation' has a uniform meaning across LEAs, much less
across states.

S

53The possibility of introducing educa;ional performance as an
allocation criterion, either in addition to or instead of the present
‘low-income eriterion has been extensively studied, ee, e.g., National,
Institute of Educationm, Using Achievement Test ‘Seores to A ate .
Tctle I Funds U.S. Department of Health, Education, and Welfare, 1977.
‘There have also been repeated attemst in Congress to incorporate an
" educational achievement factor into the formula, but these have always
been defeated. The preésent - arrangement--low incom¢ as the criterion
for“allocating funds to states,. LEAs, and school and educational ‘
deprivation as thejcriterdion for selecting pupils--represents a deli-
cate compromise between those.who saw Title I as mainly an educational
improvement program and those who viewed it mainly as a program of
financial aid for poor, urban, or’heavily minority districts.

s

o .
54For examples of the weights assigned to different categories of

+ handicapped pupils by different states, see Tron, op. cit. (especially
the entry for Florida).
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' 357, s. Kakalik et al., The Cbst of Education: Sunmary of Study
andings The Rand Corporation, R-2858~ED, November 1981. - RS
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Ihe problem iﬁ*
not only that different\states assign different weigifts to the same .
category of handiecap, but
handicapped pupils into diffarent andﬂincdﬁpatible sets of categories.
It might not be possible to generate sufficient support for any single
weighting $cheme to permit its incorporation into a federal formula.
- 7 - [
3 There is a curious relationship between the targeting provisions
of the new block grants and those of the antecedent categorical programs.
Although the latter were aimed at specific purposes and, in some cases,
specific categories @f childrea, their funds were distributed accord-
ing to such general. criteria as school-age population (ox onlg,dis-
cretionary basis, as in the important case of ESEA Title VI):
block grant, in contrast, is aimed at broad purposés, but concentra~
tions of various types of 'costly to ‘sérve" pupils are supposed to be
" takeninto account in distributing itg funds. The implicit target
. group for ESEA Title VI, children in desegregating districts, was not
mentigned in the block grant legislation, but the regulations were -
recently reinterpreted to include such children in the "costly to serve
ctategory (Final Regulations for ECIA Chapter 2, Fedeaalaﬁegtster,
op. cit.). At present, then, there are a number of specific need indi-
cators that states are supposed to také into account in distributing
- funds ‘to their LEAs--more than there were in the antecedent fedéral
formulas-~but in sharp contrast, no need indicator other than school-age
. population is to be used in distributing block grant fun among the
states. . .

- &

"\c
58Ideally, one would infer: the appropriate weights from knowiedge
~of “the relative amounts of resources required to produce equivalen
results for different categories of childrem, but unfortumately research on
resource~outcome relatianships»in education has not pragressed nearly .
far enough to provide estimates of>these ratios. In practice, weights w,
have been derived from (a) expert{}udgments concerning desirable ser-
vices for different categories of special-need pupils, (b) apalyses o N
the relative costs of current services éag,in Kakalik et al., op. ci L),
- nd (). political judgments, such as underlie the conclusions of cepfain
state legislatures that each disadvantaged pupil should genera;e aj/-
certain multiple (e.g., 1.25,0r 1. 5) of the aid allowed for each
"regular" pupil. - _ ~— ‘

_ 59The multiplicative type of adji??ed proportional allocation
formula, as used in ECIA Chapter 1 and Vocatiomal Education, is

inflexible in that’ the product form forces each factor to enter into

the formula with an. elasticity of +1 or -1.. These multiplicative

formulas could be made more flexible by allowing for other elasticities--
i.e., allowing formulas of the type Aid = kX3YP, where a and b are

- exponents applied to allocation factors X and Y. ‘There seem to be no
cases, however, in which such exponential (or logarithmic) functions are «
used to distribute federal grants. N . !

s

veloping a national weiéhted-pupif formula is s

D




60The ‘requirement that all children be served "appropriately" seems
to call for statewide minimum levels of service, While this by no
means implies equality of service, it does imply some limitation on the
range of disparities in service within each state. Although each state
is free to define "appropriate services" for itself, the likelihood
that a state's definition would be challenged in court if it fell below
. minimum professional standards means that there is dlso/a constraint,

: albeit an indiréct and uncertain one, on the range of service variations.

among states. :

lThe procedural requirements include requirements for screening
. ‘and evaluation of children and the requirement that an individual
educational plan (IEP) must be developed for each child and approved by*
the parent. This is backed up by a variety of "due process™ provisions
~ for use by dissatisfied parents. These provisions come into play once a
child is identified as handicapped, and the cost to the district of
serving that child depends on the outcome of the IEP process.

62ESEA Title I requires that projects must @e'"of sufficieﬂt size,

e scope, and quality to give reasonable promise of substantial progress
toward meeting the special educational needs of the ghildren being
served" (sec. 124(d)). The regulations stipulate that to satisfy this
requirement, Title I services must be "concentrated on a sufficiently
limited number «wf services for a sufficiently limited number of
children. . . ." (45 CFR, sec. 116a.22(b)(5)). Many states have adopted
requirements concerning minimum expenditures of Title I funds per
participant, and, historically, funds have been concentrated on half

or fewer of the potentially eligible.pupils instead of being spread among
the entire eligible population.

‘63Thearationale for considering the concentration of disadvantaged
pupils is that the educational problems facing a school or an LEA
increase more than proportionately with increases in the percertage of
disadvantaged pupils in the student body. The present concentration )
grant provision of ECIA Chapter 1 was added to the compensatory educa- .
tion program to respond to this problem, but the concentration factor
is considered only in allocating a -small amount of éarmarked concen-
tration grant money, not in allocating the main body -of Chapter 1
funds. The present concentration grant formula operates by counting-
low~-income children in excess of a specified numerical or percentage
threshold rather than by adjusting the low-ingome count by the con=-
centration rate. . The adjustment method would produce a more continuous
formula without an arbitrary cut-off point. .

ropre ‘VE" a ’&f_h r’,‘

64'l'he multifactor, multiadjustment formula is written (in the case
of two need indicators and two adjustment factors),

G A(kl 14 + k N )(l + wl 1i +\w2f21) ,
: T(k 13 + kZ' 2j) 1+ wl 13 + w2f2j)

. | j

JERIC Ly
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» where k; and kzﬁare,weights that apply to the need factors‘Nl and N2
(e.g., person counts) and Wl and w, are weights that apply to the
adjustment factors £, and fz‘(e.g., economic characteristics of states
or localities). ) :
< -
‘ 65 Federal,activities in support of equalization have included a pro-
‘gram of grants to help states develop school finance equalization plans,
programs of equalization research sponsored by the National Institute
of Education and the National Center for Educational Stafistics, and’
. inclusion in the Impact Aid Program of a provision that allows states .|
to treat Impact Aid funds like local revenues in calculating state aid

entitlements, provided that the state formulas meet certain standards
of equity. -

66The allotgint ‘'ratio is defined as 1 - .S(Yi/YN), where Y; is the
er .capita income of the state in question and Yy is per capita income
the natiom, but permitted values of the ratio are limited to the
range from 0.4 to 0.6. Thus, a state with 1.5 times the national’
average per capita income, which would be assigned an allotment ratio
of .25 under the basic formula, is instead assigned a ratio of .40 under -

the constraint. ' R

67Federal grant programs-that use personal income as a factor in
distributing funds are tabulated in Advisory Commission on Intergovern-
mental Relations, Categorical Grants: Their Role and Deszgn, Report
A-52, Washington, D.C., 1977, Table ‘IV=-Al.

. 68A major case in point is the General Revenue Sharing program,
which, unlike education grant programs, has explieit redistributive
elements. Even so, the richest state receives about one-half as much
ald per capita as does the poorest state. In contrast, a Canadian
revenue-sharing program, ajmed specifically at closing gaps in fiscal
capacity between the richer and poorer provinces, allocated no aid at
all to provinces above a certain cut-off point on the scale of fiscal
capacity. Such a strong and explicit form of equalization has never
been accepted by the U.S. Congress.

69The typical state foundation program determines the amount of aid
per pupil to each LEA by the formula V L™ F - rgVy, where Gy is the
amount of aid per pupil, Vy = property value per pupil, r, is an arbi-
trarily set "computatiomal tax rate," representing the required local =~
effort, and F is the "foundation amount," which represents the state- ‘
guaranteed level of support. It would not be feasible for the federal
government to employ such a formula directly because property value data
are not comparable among states, but it would be feasible:to use an
analogous formula, based on per capita income rather than. propertv
~-value, to equalize among states.




)

~

0The power equalizing or guaranteed tax base formula, novw in use in
a numbg; of states, has the form G = r(Vg - V), where G is aid per pupil,
'V is the valdg of assessed property per pupil - in the district in ques-
tion,.Vy is the guaranteed tax base (also expressed in terms of property
‘value per pupil), and r is. the tax raté of the aid recipient. In
effect, each grantee is able to raise revenue ag if it had a 'tax base *

at least equal to Vo- The rate at which the grantor matches spending

by the grantee is V /V - 1; this rate varies in an inverse relationship-
to %, An analogous formula ‘based on per capita income could conceivably
be used by the federal government to equalize seducational spending among
states. . . v

\711n addition to equalizing resogrces by distributing aid, the
federal government can also exert an equalizing influence\by ‘mandating
certain levels of service for target-group pupils, as it has for the
handicapped By requiring states to serve all ‘their handicapped pupils

"appropriately," P.L. 94-142 has, in a very rough’ sense, built a floor
under the level of support for special education that a state can
accept in any of its districts. In Ehis respect, the service mandate
is equalizing. If the mandate were quantified--i.e.; if a specific -
minimum level of services were required--the equalizing effect would
naturally be more visible, as well as much stronger.

\ .

@

72For_‘a review and critioue of attempts to develop intrastate cost
indices, see Stephen M. Barro, Educational Price Indices: A State-of-
the-Art Review, AUI Policy Research, Inc., Washington, D.C., March 1981.

73Note that a double adiustment would be required in the compensa-

tory education formula to offset cost differences among the states:
first, the poverty level would have to be adjusted for cost of living
differentials, second, the amount of aid per pupil would have to be
adjusted to reflect differences in the cost of education.

.

T4por a summary of the matching requireéments of a large number of
federal grant programs, see Advisory Commission on Intergovernmental
Relations,_op. cit., CHapter V, including appendix tables.

75This is not meant to imply that it would be desirable to distribute
these grants solely according to counts of target-group children but
only. that formulas -similar to those of the present formula-grant programs
could be applied to funds now distributed by discretionary processes.

76In 1981, Congress directed the Secretary of Education to prepare
"a report setting forth recommendations on the methods of converting,
not later than July 1, 1984, the bilingual education program from a
discretionary grant program to a formula grant program to serve students
of limited English proficiency and recommendations on whether or not
such, conversion would best serve the needs of such students" (Sec. 731(f)).

-

.
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77This refers to the basic capacity-building gtant component'of
_the bilingual education ,grant program. Another program component funds
demonstrations of innovative methods of serving limited—Edglish-proficient‘
. ‘children. There is no 'intention in’ this discussion to challenge the - £
discretionary status of the latter companent, S . U

.

78The U.S. Supreme Court decision in Lau v. Nzchols 414 U.S. 563
.(1974) ; upheld the federal government’s interpfitation of Title VI
of the 1964 Civil Rights Act to the effect that no student can be
- excluded from participation in educational programs because he axr she
v cannot speak the language of, instruction. Pursuant to this decision,
' the government in 1975 issued the "Lau Remedies"--a document. speqifying
the types of servicés that LEAs must provide to satisfy Title VI and’
Nthe court's ruling. Formal regulatioms containing revised guidelines .
A . for services to limited-English—proficient ‘pupils were issued by the.
- outgoing Carter administration in 1980 but rescinded,by thé Reagan
. N " administration in 1981, Thus, the informal "Lau Remedies? remains
oot the operative document for defining "appropriate" services to such
’ pupils. ' -

.
.

, o ‘ 79Unpublished Department of Edyg tion.data. R St o
. . ' . . Y N ' : ,.‘ .t 4

: . 80U S. Department ¢f Education, "Evalu tion of Formula Approaches
to the Distribution of Funds Under Title VII of the Elementary and :

Secondary Education Act,” 1982. (This is the report prepared in responsé
to the mandate cited in fn. 76.) ’ i .

.
’

81There is a conspicuous disjunction between the allocation criteria
stated in the Bilingual Education Act and the selection’criteria in the
regulations (see Chapter II for specific language). The former emphasize
m, "needs for services, while the latter assign only 15 points on a scale of
" 110 to criteria ‘of need and 95 points to criteria of project quality.
The situation is confused, however, because additional factors to be
taken ipto account in the allocation process, But not included in the
rating scale, also emphasize need. What the actual Jpalance is between
thé need criteria arld the quality criteria cannot be determined from the
formal legal framewérk. )
‘82Unpublished Department of Education data. ,
‘ . ' ) e
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